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LETTER OF TRANSMITTAL

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,

SUBCOMMITTEE ON TRADE
Washington, DC, March 31, 1999.

Hon. BILL ARCHER,
Chairman, Committee on Ways and Means,
House of Representatives, Washington, DC.

DEAR CHAIRMAN ARCHER: I am pleased to transmit to you the en-
closed delegation report on the recent Subcommittee on Trade mis-
sion to Venezuela, Chile, and Brazil. The report contains an over-
view of the mission, summaries of meetings with top trade officials
and American embassy officials, and copies of several documents
pertinent to our mission. The primary purposes of the trip were to
meet with government and business officials in each of the three
countries to explore multilateral, regional, and bilateral trade op-
portunities.

The report describes the issues surrounding the World Trade Or-
ganization (WTO) negotiations set to begin in 1999, particularly ag-
riculture, services, dispute settlement, and intellectual property in
an effort to find areas of common ground as well as to share views
on how those issues should be handled. The delegation also dis-
cussed issues in the ongoing negotiation of the Free Trade Area of
the Americas (FTAA) and other regional arrangements, including
Mercosur (the Southern Common Market).

I hope that this information will be useful to you.
Sincerely,

ANGELA ELLARD,
Staff Director, Subcommittee on Trade.

Enclosure.
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OVERVIEW OF THE MISSION

From January 7 through 16, 1999, a bipartisan delegation of the
Committee on Ways and Means led by Chairman Bill Archer vis-
ited Venezuela, Chile, and Brazil to conduct a factfinding mission
on trade and economic issues. The primary purposes of the trip
were to meet with government and business officials in each of the
three countries to explore multilateral, regional, and bilateral trade
opportunities.

Specifically, the delegation discussed issues surrounding the
World Trade Organization (WTO) negotiations set to begin in 1999,
particularly agriculture, services, dispute settlement, and intellec-
tual property, in an effort to find areas of common ground as well
as to share views on how those issues should be handled. The dele-
gation also discussed issues in the ongoing negotiation of the Free
Trade Area of the Americas (FTAA) and other regional arrange-
ments, including Mercosur (the Southern Common Market). The
delegation exchanged views concerning bilateral trade disputes be-
tween the United States and each of the three countries, particu-
larly in the areas of agriculture and intellectual property. The im-
pact of the financial crisis on trade liberalization was also a pri-
mary focus of the mission, particularly in Brazil. In addition, the
delegation discussed the likely trade and economic policies of the
new Venezuelan Government. The delegation also discussed the
prospects for the U.S. administration to obtain trade negotiating
authority and whether trade negotiations could proceed without
having such authority in place. In Chile, the delegation discussed
a possible free trade agreement between the United States and
Chile. Finally, the delegation explored the manner in which the
three countries have dealt with social security and pension reform.
Attachment A contains a press release announcing the delegation’s
visit.

Caracas, Venezuela
On January 8, the delegation received a briefing from U.S. Am-

bassador John Maisto and his staff, focusing on political, economic,
and trade issues, particularly in light of the new Chavez govern-
ment set to take office on February 2. The delegation next met with
the Venezuelan American Chamber of Commerce to discuss the
perceptions of the U.S. business community toward doing business
in Venezuela. The group stressed the need to conclude a tax treaty
and a bilateral investment treaty with Venezuela. In addition, the
group asked the delegation to expedite a visit between President
Clinton and President-elect Chavez.

The delegation next had a very cordial meeting with President-
elect Chavez. The President-elect emphasized that he is a believer
in democracy, and he promised to look into concluding the bilateral
investment treaty and the tax treaty currently under negotiation
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with the United States. Chairman Archer and Congressman Jeffer-
son promised to do everything possible to encourage President Clin-
ton to invite Chavez to Washington. After the meeting, each of the
members of the delegation signed a letter to President Clinton ask-
ing that he receive Chavez. President Clinton then agreed, and
Chavez traveled to Washington later in January. (See attachment
B.)

In a meeting with the José Ignacio Moreno Leon, one of the eco-
nomic advisors to President-elect Chavez, the delegation discussed
improving government efficiency. Moreno Leon noted that the tax
treaty was currently under review and that there were no sub-
stantive problems remaining. Since that meeting, U.S. Ambassador
Maisto informed the delegation that the treaty was signed by both
parties. (See attachment C.)

The delegation met with the Vice Minister for Agriculture and
Livestock, Arnaldo Badillo, and discussed cooperation between the
United States and Venezuela in the agriculture area and Ven-
ezuelan restrictions on U.S. poultry. With respect to the ban on
U.S. citrus, the Vice Minister said that the ban was quite old and
was being reviewed.

The delegation then attended a luncheon hosted by the Council
of Venezuelan-U.S. Businessmen (CEVEU) and discussed U.S.-
Venezuelan issues and the Venezuelan economic and political situ-
ation.

After lunch, the delegation met with the Minister of Industry
and Commerce, Francisco Astudillo. The discussion touched on the
bilateral investment treaty, U.S. preference systems, U.S. trade ne-
gotiating authority (fast track), and the Free Trade Area of the
Americas (FTAA) negotiations. Chairman Archer also raised the
issue of the trademark of Sysco, a Houston company whose trade-
mark had been stolen in Venezuela. The Minister promised to re-
solve the issue quickly and appeared optimistic of a good result for
the company.

President Caldera then met with the delegation and discussed
the key accomplishments of his administration and his optimism
for Venezuela under the leadership of President-elect Chavez.

In the last event of the day, the delegation was hosted for dinner
by the Minister of Energy and Mines and Petroleos de Venezuela
S.A. (PDVSA), the state oil company. The group discussed de-
pressed world energy prices, the need for new technologies to en-
hance production, increased opportunities for U.S. companies to
participate, Venezuela’s dependence on oil revenues, and the im-
pact of the new Chavez administration.

Santiago, Chile
The Codel then traveled to Santiago. On January 11, the delega-

tion received a briefing from U.S. Ambassador O’Leary and his
staff on the political and economic situation in Chile, trade issues
between the United States and Chile, recent developments in the
Pinochet case, Embassy security, and trade development issues.

The delegation then met with the Chilean Minister of Agri-
culture, Carlos Mladic, discussing prospects for fast track and fur-
ther trade liberalization through the FTAA process and the WTO.
The Chilean Minister of Finance, Eduardo Aninat, met with the
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delegation next, again discussing fast track and related trade
issues. The Minister noted that negotiating a free trade agreement
without fast track would be difficult. He further stated that Chil-
ean standards on labor and the environment are world class and
that Chile would support a trade agreement in which Chile was
held to its existing standards. Chile would oppose, he emphasized,
being forced to put in place even higher standards through trade
negotiations.

On Monday, January 11, Congresswoman Thurman addressed in
the Conference on Women’s Political Participation at the End of the
Century, at Valparaiso, Chile. The text of her speech is included as
attachment D.

On Tuesday, January 12, the delegation met with the American
Chamber of Commerce in Chile, discussing fast track and trade ne-
gotiating opportunities. The Amcham participants emphasized that
the United States was losing out on opportunities in Chile to its
competitors because of the lack of a trade agreement. The Amcham
presented the delegation with a report providing some examples of
lost opportunities. (See attachment E.)

The delegation met with Dr. José Piñera, the designer of the
Chilean pension system. He provided an interesting background on
how Chile reformed its pension system as well as advice for U.S.
legislators. Chairman Archer invited Dr. Piñera to testify before
the Committee on Ways and Means.

The delegation then met with the Foreign Relations Minister,
José Miguel Insulza. Issues such as fast track authority, trade with
Mercosur (the Southern Common Market), existing strong Chilean
protections on labor and the environment, and the FTAA negotia-
tions were discussed. The Minister later hosted a luncheon for the
delegation.

President Frei then received the delegation. He described Chile’s
recent unilateral tariff reduction, social security reform, Chile’s
labor and environmental protections, and privatization. Next, in a
meeting with German Molina, the Chilean Labor Minister, the
Members discussed Chile’s approach to fixing the pension system.
In addition, Minister Molina described Chile’s child labor and mini-
mum wage laws. Finally, the delegation met with Juan Gabriel
Valdes, Chile’s Director General of International Economic Rela-
tions, to discuss the FTAA, fast track, and other trade issues. In
response to a question from Chairman Archer, Ambassador Valdes
agreed to help the United States in seeking EU implementation of
the banana and beef hormone decisions. With respect to labor and
the environment, Ambassador Valdes reiterated the point made by
other Chilean officials that Chile would not want to make changes
to its standards in order to qualify for a trade agreement. This
view, he noted, is shared by other Latin American countries. The
Ambassador and Chairman Archer discussed the possibility of ne-
gotiating an agreement between the United States and Chile with-
out having fast track in place, agreeing that such a strategy would
pose risks.

Brasilia, Brazil
In Brasilia, the delegation met on January 13 with the U.S. Em-

bassy staff for a country team briefing. The Members discussed
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with the staff that day’s policy change by the Brazilian Govern-
ment to allow the Brazilian currency to float in a wider band. In
addition, they addressed the prospects for Brazil to carry out the
reforms required by the IMF.

The delegation then met with Brazilian President Henrique
Cardoso. The delegation strongly encouraged the President to con-
tinue the reforms to which Brazil had committed. The President re-
assured the delegation that the reforms were on track, any set-
backs were temporary, and that reform was complicated by the fact
that Brazil is a democracy and not an autocracy. After the meeting,
Chairman Archer issued a press release expressing his confidence
in Brazil. (See attachment F.)

On January 14, the delegation continued its meetings, first with
Ambassador José Botafogo, the Executive Secretary of the Brazil-
ian Foreign Trade Board. In this meeting, the participants engaged
in an extended dialog about trade issues between the United States
and Brazil, including protection of intellectual property rights, anti-
dumping and subsidy allegations concerning steel, and trade in or-
ange juice and other agricultural products.

In a meeting with Foreign Minister Luiz Lampreia, the delega-
tion again encouraged Brazil to continue its reforms. The discus-
sion turned to the issue of trade negotiating authority. The Min-
ister emphasized the danger of mixing trade and labor issues, argu-
ing that it could lead to a resurgence in protectionism. The Min-
ister also discussed the FTAA negotiations, noting that it is dif-
ficult for Brazil to make further concessions in the current finan-
cial environment.

The delegation also met with leaders from the legislative branch
of government. First, the delegation had a meeting with Senate
President Antonio Carlos Magalhaes, in which the President guar-
anteed that the Congress will approve the tax increases to which
it has committed. In a meeting with leaders from the Chamber of
Deputies, the Members discussed a host of trade issues, including
steel, orange juice, and sugar. The delegation was hosted for lunch
by a group of Members of the Senate and the Chamber of Deputies.

After lunch, the delegation met with Finance Minister Pedro
Malan, who emphasized the progress toward reform that the
Cardoso government has made. He explained that recent setbacks,
such as the failure to pass a government proposal on social security
reform, would be overcome. In addition, he noted that the declara-
tion by one governor that his state would not service its debt to the
federal government may have been politically motivated. With re-
spect to the decision of the day before to devalue the currency, the
Minister reassured the Members that the move was sound and that
world financial leaders had been made generally aware of the issue
in the past weeks, although not right before the decision because
of confidentiality concerns.

In its last meeting in Brasilia, the delegation spoke to Ambas-
sador Celso Lafer, the Minister of Development, Industry and Com-
merce, about the WTO negotiations, Brazilian protection of intellec-
tual property rights, and agriculture.

The delegation then traveled to São Paulo, Brazil.
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São Paolo, Brazil
On Friday, January 15, the delegation was briefed by the U.S.

Consulate General about a variety of trade, economic, political, and
security issues. The delegation then met with a panel of bankers
to discuss the Brazilian financial situation. The delegation then
was hosted for lunch by the American Chamber of Commerce in
São Paulo to discuss trade and investment issues. Finally, the dele-
gation met with the Industrial Association of the State of São
Paulo (FIESP), an organization of Brazilian businessmen about the
economic and investment climate in Brazil.

VENEZUELA

Country Team Briefing by Ambassador John Maisto and
U.S. Embassy Staff

Caracas, Venezuela; Thursday, January 7, 1999
Ambassador John Maisto began by introducing his country team.

On the bus ride to Caracas from the airport, he had described the
current political situation in Venezuela, noting that President-elect
Chavez had been elected in December by a 57-percent vote and a
67-percent voter turnout in the presence of U.S. observers. A
former military official, Chavez led the coup against the govern-
ment in 1992. After he was jailed, he entered politics and ran for
President. It is unclear, however, what policies he will espouse as
President.

In the briefing, Ambassador Maisto concentrated on specific
issues relevant to U.S.-Venezuela bilateral relations. He spoke of
drug trafficking and transshipment, bilateral investments, and in-
tellectual property rights as issues that the Codel should address.
From a broader perspective on trade, he mentioned that President-
elect Chavez sees himself as a successor to Bolivar, which could
mean that his administration will be even more regionally biased
than the Caldera administration. Regardless of all these problems
and the overarching uncertainties surrounding the new administra-
tion, Ambassador Maisto believed there is a positive story to tell
in Venezuela. As he stated it, ‘‘money can be made’’ in Venezuela,
and the country team is eager to help American businesses and en-
trepreneurs to tap into the possibilities.

Economic Counselor Perry Ball gave a brief presentation on the
relatively weak state of Venezuela’s economy. He blamed the cur-
rent problem on the low price of oil, and the fact that the Ven-
ezuelan economy is almost totally dependent on this one natural
resource. He also mentioned a systemic problem, referred to as
‘‘Dutch Disease,’’ which caused an extreme overvaluation of the
Venezuelan currency, in turn creating unrealistic exchange rates
and making things difficult for businesses trading internationally.
He explained that this situation will inevitably force the govern-
ment to devalue its currency, which he claimed needed to be done
now. However, he said that President-elect Chavez would most
likely not devalue the currency because it would most hurt those
who support him, and he could not afford to lose any political sup-
port when he is pushing for constitutional reform.
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Commercial Counselor Eric Sletten gave an overview of U.S.-
Venezuelan trade. He started out by giving some fact and figures:
The United States is the largest importer of Venezuelan products
and the largest exporter to Venezuela; Venezuela is the twenty-
third largest export market for the United States; 49 percent of its
imports come from the United States and 30 percent of those come
from the port of Houston; it imports approximately 2 billion dollars’
worth of goods per year from Texas and is the second largest export
market for agricultural products from Texas; 62 percent of U.S. ex-
ports to Venezuela are manufactured goods, the largest class of ex-
ports being oil industry related (28 percent), the second largest
being telecommunications equipment. He mentioned that the over-
valued currency actually helps U.S. exports, and once the currency
is devalued one could expect to see a drop in exports back to 1996
levels. Last, he mentioned three items that would help U.S. ex-
ports: (1) signing a bilateral investment treaty, (2) signing a tax
treaty, and (3) increasing the number of flights by U.S. airlines be-
tween Caracas and points in the United States.

With respect to the bilateral investment treaty, the Ambassador
pointed to a number of outstanding problems. The first problem is
the insistence by Venezuela on a preference for the Andean com-
munity. The second problem is the Venezuelan technology transfer
requirements.

Breakfast meeting with the Venezuelan American Chamber
of Commerce (VENAMCHAM)

Caracas, Venezuela; Friday, January 8, 1999
VENAMCHAM President Jorge Redmond welcomed members of

the Archer Codel to Venezuela and quickly touched on the many
questions confronting the Venezuelan business community today.
Referring to the recent Presidential election and transition to the
new administration of Hugo Chavez, Mr. Redmond spoke of a ‘‘new
era in Venezuelan Government.’’ Mr. Redmond stressed that the
U.S. Government’s actions toward this new government were of
great importance in terms of the tone that is set. In this light, Mr.
Redmond stated that the United States could send two very posi-
tive signals by (1) expediting an official visit by President-elect
Chavez to the United States, and (2) sending a high-level govern-
ment official to President-elect Chavez’s February 2 inauguration.
Mr. Redmond also stressed his hope that the United States would
maintain pressure on the Venezuelan Government to expedite both
a tax treaty and an investment treaty between the two countries.

Chairman Archer responded by first offering a ‘‘prospero ano
nuevo’’ and introducing the other members of the Codel. He ex-
pressed that the United States has often taken for granted its good
relations with Venezuela in the past—and that now we must all
work to foster those good relations in the future. Chairman Archer
mentioned that the Codel would be meeting with the President-
elect later in the day. He also stated his view that the new that
the President of the United States should meet with President-elect
Chavez as soon as possible and promised to convey that message
to the Clinton administration.
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Meeting with President-elect Chavez

Participants: President-elect Chavez, Minister of Interior-
designate Luis Miquilena, Foreign Minister-designate
José Vicente Rangel, and recently appointed Deputy
Foreign Minister Jorge Valero Briceno

Caracas, Venezuela; Friday, January 8, 1999
The delegation met for 90 minutes with President-elect Chavez.

Chairman Archer began the meeting by congratulating the
President-elect on his election and saying that he is looking for-
ward to continuing a strong relationship with Venezuela. The
President-elect welcomed the delegation and the opportunity that
it presented to deepen the bond between the United States and
Venezuela. Chavez noted that he is a ‘‘Jeffersonian democrat,’’ who
deeply believes in democracy. The Venezuelan people, he stated,
have clearly and overwhelmingly proven their strong will for de-
mocracy, not only in the electoral process but with respect to ethi-
cal, moral, and social issues. He promised to respect human rights,
freedom of speech, and the rights of minorities. He remarked that
there has been much reported in the press that he would set up
a dictatorship or violate human rights. However, he is not a dic-
tator, he said, and he does not intend to revoke democracy, as ob-
servers will soon see for themselves. He pointed to his two cabinet
ministers-designate as an example of his openness, saying that
they are neither ‘‘yes-men’’ nor ‘‘subordinates.’’

The President-elect then began to discuss some of the difficulties
that Venezuela faces. The fair and equitable dispensation of justice
is one of the most critical elements of a democracy, but the current
system is nonfunctional. There are many in jail, especially the
poor, who have been denied due process, he said, and even burned
alive without anyone being held responsible. He also pointed to the
banking crisis, noting that he is left with a $7 billion loss, rep-
resenting 9 percent of GDP, for which no one is responsible. The
government, he concluded, has been corrupt. He continued that the
judiciary is infiltrated by drug traffickers, who rule with tremen-
dous immunity. One of his priorities is to transform the judiciary
‘‘deep down’’ to recover the legitimacy of the system. Even the exec-
utive branch is unaccountable and governorships corrupt, he said,
and many elected leaders are legal, but not legitimate. ‘‘We must
make our mandates legal,’’ he said, so that we ‘‘give the people the
democratic power to recall their mandate.’’ The legislative branch,
he added, must be legitimized so that the people have true rep-
resentatives. He pointed to the election for the Latin American par-
liament, noting that the slate system meant that the people did not
know for whom they were voting. Democracy, he said, has been
‘‘asphyxiated’’ here, creating a dangerous social pressure in a coun-
try with an 80-percent poverty rate and millions unemployed.
There has been a ‘‘peaceful and democratic revolution here,’’ he
concluded, and he asked for U.S. help.

Chairman Archer said that he, too, hoped to see a strengthening
of the bonds between the United States and Venezuela. He re-
marked that he was pleased with the President-elect’s comments,
noting that he was not surprised to hear that Chavez was such a
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strong believer in democracy because he is the ‘‘product of one of
the most open elections Venezuela has ever had.’’ He pointed to the
57-percent margin of victory as being a strong endorsement of the
President-elect and of democracy. ‘‘You’ll carry the torch well,’’ he
said confidently. The beauty of democracy, he added, is the pros-
pect for peaceful revolution, which means that no country can re-
main isolated. He emphasized that it is important to keep the
channels of communication open.

Chairman Archer then turned to the pending bilateral invest-
ment treaty and the tax treaty, asking the President-elect to con-
sider them carefully and quickly, if the current government does
not act first. The Chairman noted that Chavez has said that he
welcomes investment, and these treaties would ‘‘give a high degree
of comfort’’ to investors to come in and build, creating jobs and a
higher standard of living. He added that it is the shared view of
the delegation that Chavez should come to Washington after the in-
auguration, and he promised to encourage President Clinton to in-
vite Chavez.

Congressman Jefferson noted that he and Chavez have two
things in common: they are both Jeffersonian democrats as well as
lovers of baseball. He then echoed the Chairman’s comments, say-
ing that he is encouraged by the President-elect’s remarks. Louisi-
ana, he said, has a strong agriculture base and a natural interest
in trade. It is important to both Louisiana and Venezuela to see the
price of oil increase. He added that he agreed that President Clin-
ton should meet with Chavez, pledging to request such a meeting—
as long as Chavez promised to pitch for the Democrats during the
yearly Capitol Hill baseball game.

President-elect Chavez responded that he is ready to go to Wash-
ington and recognizes the need to go, pointing to requests from a
number of industry sectors. He has talked to a number of investors,
he said, and has an ‘‘ambitious program’’ for economic development
that he wants to air. Venezuela is in a difficult economic situation,
he emphasized, with a deficit representing 10 percent of GDP and
a high foreign debt representing 40 percent of the budget. The
price of oil, he added, is threatening to go below $7, but the budget
was based on a $12 price, meaning that the deficit may worsen. For
the first quarter of 1999, he needs $1 billion just to make the pay-
roll. Furthermore, a strike by oil workers could paralyze that in-
dustry.

Chavez said that he has received invitations from the heads of
state of Spain, France, Germany, Italy, and Canada. It would have
been good to visit Washington, he said, but ‘‘we will have to wait.’’
In his meetings, he intends to focus on both political issues, espe-
cially his commitment to democracy, and economic issues. He said
that he will pledge to pay the Venezuelan debt, but because the
‘‘present profile is too burdensome,’’ he hopes to reschedule and
seek a different formula.

As to the pending bilateral investment treaty and tax treaty,
Chavez said that he has already begun to study the agreements.
He promised to ‘‘energize’’ the process, to identify the delicate
points and reactivate the negotiations. He said that he will look to
resolving problems and signing the agreements. He also said that
he has a bill almost ready on foreign investment to be submitted
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to Congress in order to ‘‘give safety’’ to investors. He also expressed
enthusiasm about U.S.-Venezuelan cooperation in the areas of anti-
corruption, counternarcotics, and extradition.

After the meeting, Chairman Archer held a brief press con-
ference. When asked whether the issue of the constituent assembly
was addressed during the meeting, Chairman Archer replied that
it was not and that the issue is strictly an internal one for Ven-
ezuela that he does not seek to influence. He also said that the del-
egation would recommend to President Clinton that he receive
President-elect Chavez as soon as possible after Chavez’ inaugura-
tion on February 2.

Meeting with José Ignacio Moreno Leon, Economic Advisor
to President-Elect Chavez and Rector of the Metropoli-
tan University

Participants: José Ignacio Moreno Leon and Carlos Tinoco
(businessman)

Caracas, Venezuela; Monday, January 8, 1999
Mr. Moreno Leon, the founder and former superintendent of

SENIAT, the Venezuelan Tax Authority, commented that the focus
of the Chavez government will be to reduce government expendi-
tures. He indicated that the Chavez government is planning to take
several steps to achieve this objective, including by improving gov-
ernment efficiency and reducing the number of ministers in the
President’s Cabinet. For example, he stated that the Interior Min-
ister would likely also serve as the Minister of Justice.

Chairman Archer urged quick approval of the bilateral tax treaty
as soon as the new government takes office and asked what prob-
lems remained to acceptance and ratification by Venezuela. Mr.
Moreno Leon responded that it was his understanding that the
final text was being reviewed by the Foreign Ministry and that
there were no outstanding substantive problems remaining. He in-
dicated that one reason for the delay in approval might be Ven-
ezuela’s lack of familiarity with tax treaties, which has caused the
ministries involved to undertake a more lengthy review process
than might otherwise be the case. Mr. Moreno Leon also indicated
that the foreign ministry had already approached key Members of
the Senate, which will be charged with preparing implementing
legislation for the treaty, to explain its provisions and sound out
any questions or concerns. He indicated that there was no reason
at this time to expect difficulty in Senate ratification and asked
whether any problems were expected in the U.S. Senate with re-
spect to ratification. Chairman Archer indicated that he was not
aware of any.

Chairman Archer then turned to the subject of the bilateral in-
vestment treaty (BIT) and urged quick approval of that agreement.
Mr. Moreno Leon explained that Venezuela has raised new con-
cerns as a result of questions posed by Venezuela’s Ambassador to
the World Trade Organization (WTO). In particular, Mr. Moreno
Leon noted the two points about preserving a preference for Ande-
an Pact country investors and being able to require technology
transfer as a condition for making an investment. With respect to
the regional preference, Chairman Combest stated that the United
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States regarded all of South America as important trading partners
and was concerned with subregional arrangements that granted ex-
clusive preferences to members. Mr. Moreno Leon took note of the
points raised by Chairmen Archer and Combest.

Mr. Moreno Leon mentioned that one potential element of the in-
coming government’s plan for fiscal reform was the institution of
a value-added tax. Mr. Moreno Leon explained that the incoming
government was considering replacing the existing wholesale/lux-
ury tax of 16.5 percent with a value-added tax that did not include
as many exemptions and applied to retailers as well as wholesalers
and manufacturers. Mr. Moreno Leon indicated that, given the
broader base of the tax, it might be possible to set a lower rate,
for example 12 percent. Congressman Shaw questioned whether it
wouldn’t be simpler to institute a reformed sales tax. Mr. Moreno
Leon indicated that one of the objectives of the revised approach
was to increase tax revenues to the federal government, which has
been downsizing over the last several years even as state govern-
ments have been increasing in size. A sales tax might just feed the
growth in state governments, he concluded.

Meeting with Vice Minister for Agriculture and Livestock,
Arnoldo Badillo

Participants: Vice Minister Badillo; SASA head Dr. Rudolfo
Marcano

Caracas, Venezuela; Friday, January 8, 1999
Vice Minister Badillo began the meeting by wishing all attendees

a happy new year, and then introduced various representatives of
the Ministry of Agriculture attending the meeting including the
General Director for Livestock, the Director of Farm Planning, the
Director of Farm Extension, the Director of Research, Director of
Farm Statistics, and the Director of Marketing.

Chairman Archer thanked the Vice Minister, introduced mem-
bers of the Codel, and yielded to Chairman Combest.

The Vice Minister spoke of the importance of the Binational
Commission for Agriculture made up of representatives of the U.S.
Department of Agriculture and the Venezuelan Ministry of Agri-
culture (MAC) which had originally been established in 1983, and
was recently renewed in January of 1998. He noted several agree-
ments that had been produced in the most recent meeting of the
Binational Commission in May 1998. In the area of farming statis-
tics, USDA’s National Agricultural Statistics Service (NASS) is fa-
cilitating the development of a permanent counting system and is
funding a scholarship which brings young statisticians to Ven-
ezuela to provide hands-on guidance. Also, USDA’s Economic Re-
search Service (ERS) has set up a computer model to measure the
economic and social impacts of agriculture. Regarding issues of
sanitation and control, USDA’s Animal Plant Health Inspection
Service (APHIS) is providing needed technical expertise. Mr.
Badillo mentioned this cooperative effort had proved crucial to the
eradication of foot and mouth disease in cattle in some states, as
well as in the eradication of a certain fruit fly from the Paraguana
Peninsula, enabling the export of melons grown on this peninsula
to the United States. He also mentioned cooperative efforts in agri-
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cultural extension and marketing programs. Mr. Badillo concluded
by saying that the Binational Commission also acts as a productive
informal channel for working out disputes and concerns more effi-
ciently, suggesting that it should be even more active in the future.

Chairman Combest stated the Codel’s interests—to further co-
operation and good relations between the two countries. He then
raised some problems between the United States and Venezuela.
Chairman Combest focused on the fact that health and food safety
concerns are often raised as trade barriers in disguise. He pointed
out as an example Venezuela’s questionable import restrictions on
U.S. poultry and stated it is for problems such as this that coopera-
tion and communication between USDA and the MAC is so impor-
tant. (According to the USDA, the United States meets conditions
set by Venezuela and other Andean Pact countries for poultry be-
cause the United States is free of highly pathogenic Avian Influ-
enza and Exotic Newcastle Disease.) He noted how such coopera-
tion had benefited Venezuela in the fruit fly-free designation on the
Paraguana Peninsula. Chairman Combest said he understands the
political need to protect one’s own producers, but that this goal
should not compete with the goal of free and fair trade, which can
be mutually beneficial for producers and consumers. Chairman
Combest concluded in saying that he would like to return to Ven-
ezuela with a group from the House Agriculture Committee so as
to focus on these issues more and to offer help in facilitating better
cooperative work in the future.

Mr. Badillo responded by saying that Venezuela is one of the
most open markets in South America and that it had generally
been liberalizing its trade laws since 1989. He also pointed out that
this is a difficult and sensitive reality from the farmers’ perspec-
tive, to which Chairman Combest noted ‘‘farmers are the same ev-
erywhere.’’ He said that while he and other government officials be-
lieved it in the farmers’ best interests to advance multinational
trade agreements, the farmers were very contrary and had actually
staged several protests in recent years. However, he mentioned the
last year had been almost conflict free, and the Chavez administra-
tion would be inheriting a relatively peaceful farming sector.

At this point, Vice Minister Badillo called upon his colleague,
Rudolfo Marcano, head of Venezuela’s equivalent to APHIS, to ad-
dress health-related trade problems. Mr. Marcano stated that pest
and health issues are of great importance for international trade.
Although there are some very difficult challenges which sometimes
are no more than simple questions of interpretation, Venezuela is
working very hard to promote reasonable actions and response to
these difficulties. He noted a great success in Venezuela’s continu-
ing to import U.S. wheat throughout the karnal bunt scare after
the completion of a quick risk analysis. Regarding U.S. poultry, he
noted that the nonpathogenic strain of Avian Influenza that U.S.
flocks carry could become pathogenic and so it was still considered
an unacceptable risk. He explained, ‘‘We know of the U.S. interest
(in exporting poultry to Venezuela), but we have to protect our own
people.’’ He also noted that Venezuela is working closely with
APHIS on this matter. Regarding Florida citrus, he noted that it
is a very old and outdated law that prohibits Florida oranges from
import. He mentioned that Venezuela is currently working to up-
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date the law and that he hoped this matter could come to a mutu-
ally beneficial end in the near future.

Luncheon Hosted by the Council of Venezuelan-U.S. Busi-
nessmen (CEVEU)

Participants: Gustavo Marturet, President, Banco Mercantil;
Alejandro Reyes Sabal, Vice President, Venepal; Gustavo
Vollmer Acedo, President, Corpalmar; Pedro Carmona,
President, Quimica Venoco; Octavio Azpúrua, Director,
Corpbanca; Imelda Cisneros, Partner, Arthur D. Little;
Hernando De Castro, Partner, De Castro, Degwitz,
Lasry; Oscar Augusto Machado, Director, Sivensa; Luis
Hinestrosa, President, Rualca; Rafael Strauss, President,
Pequiven; Carlos H. Blohm, President, H. Blohm S.A.;
José Rafael Bermúdez, Partner, D’Empaire, Reyna; Ana
Teresa Wallis, Executive Director, CEVEU

Caracas, Venezuela; Friday, January 8, 1999
The luncheon began at 12:30 p.m. at the Caracas Country Club.

It was hosted by Gustavo Marturet, Executive Director of CEVEU,
which is a 10-year-old nonprofit organization whose purpose is to
strengthen relations between Venezuela and the United States.
The group was divided among four tables, each of which was
hosted by a member of the Board of CEVEU.

Mr. Marturet delivered a welcome to the Delegation and ad-
dressed both U.S.-Venezuelan relations and domestic Venezuelan
economic and political issues. He strongly emphasized his belief
and that of CEVEU that the relationship between the United
States and Venezuela is taken for granted by both countries. How-
ever, his main point was that the private sector in Venezuela (as
represented by CEVEU) is important to the economy but small in
comparison to the public sector and the many public sector indus-
tries. The private sector, though small, reflects needed diversifica-
tion in the economy away from its petroleum base and enhances an
open and democratic society.

CEVEU is committed to Venezuela being a part of the inter-
national community. As such, Mr. Maturet listed the main goals of
their organization: (1) promotion of trade in general and particu-
larly a preferential relationship with the United States; (2) comple-
tion and implementation of both the pending U.S.-Venezuelan bi-
lateral investment treaty (BIT) and the pending U.S.-Venezuelan
Tax Treaty; and (3) enhancing the role of the private sector in Ven-
ezuelan society.

U.S. Ambassador John Maisto reiterated the U.S. position in
support for both treaties as well as the hope that they might be
concluded and signed at an early date. In response to a comment
by one of the CEVEU members that President-elect Chavez has
promoted a law that guarantees the sanctity of foreign investments
in Venezuela, the Ambassador pointed out that such a law did not
take the place of the BIT.

A discussion followed, led primarily by Pedro Carmona, with re-
gard to the domestic political environment in Venezuela, Mr.
Carmona was a candidate for one of the state assemblies in voting
that occurred in late 1998. He lost his election by 600 votes out of
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26,000 cast. The President-elect has promoted the idea of a new
constituent assembly to replace the current Congress. The CEVEU
favors reform of the current Congress rather than the replacement
favored by the President-elect. If the Congress is a vehicle for en-
acting changes in the Venezuelan Government, each of the 26
states must ratify those changes. President-elect Chavez says that
ratification will not happen if the states must ratify all changes.
The current constitution was written in 1961 by the two major po-
litical parties in closed door sessions. Venezuela has had 23 con-
stitutions in its history, including 4 this century. Until 2 years ago,
when changes were enacted, the President appointed every govern-
mental official, including mayors and governors. The Congress did,
however, appoint the Supreme Court.

In commenting on the initial appointment of the Chavez govern-
ment, Mr. Carmona made the observation that most of the new
Chavez team is only now discovering the world that exists beyond
Venezuela, highlighting their almost exclusively domestic political
focus. He said that the new President’s Chief of Staff, in particular,
was a surprise. President Chavez appointed a prominent news-
paperman to this job, which is ministerial level. The new Chief of
Staff was described as a cross between Larry King and John
McLaughlin and someone who had not always agreed with Chavez
in the past and certainly not during the campaign. Mr. Carmona
said that the new President is tentatively reaching out to the busi-
ness community but that community remains wary given the
President-elect’s ties to Cuba and the fact that he went to Cuba
after his release from jail for leading an abortive coup against the
government.

A discussion ensued with regard to business conditions in Ven-
ezuela. Oscar Machado, another CEVEU board member, com-
mented that bank loans now carried a 49-percent interest rate. In
addition, under Venezuelan law, 70 percent of bank deposits must
stay in the Venezuelan Central Bank and that fact severely limits
funds available for loans. In particular, he noted that there is no
market for small business loans, which hampers promotion and ex-
pansion of the private sector. Again, with regard to the private sec-
tor, he strongly stressed the importance of continued preferences
for Venezuela under the Generalized System of Preferences.

Meeting with Gerencial Maldonado, Minister of Industry
and Commerce

Participants: Minister Maldonado and Dr. Astudillo, Direc-
tor, Venezuelan Trademark Agency (SAPI)

Caracas, Venezuela; Friday, January 8, 1999
The delegation met with Industry and Commerce Minister

Maldonado and Dr. Astudillo, the head of the Venezuelan Trade-
mark Agency. The Minister began the meeting by noting that Ven-
ezuela is in a time of transition but the change would be peaceful.
Although the incoming government has new plans, he expects con-
tinuity. The Minister then raised the bilateral investment treaty
being negotiated between the United States and Venezuela. He
said that the ‘‘fundamentals’’ are done, but there have been difficul-
ties in concluding the agreement. He hopes that concluding the ne-
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gotiation will be a point of continuity with the new government.
The particular difficulties that he pointed to include Venezuelan re-
quirements for technology transfer as a condition for foreign invest-
ment. In addition, Venezuela seeks certain exceptions that the
United States disagrees with, including an exception for certain
‘‘economic integration schemes’’ to which Venezuela belongs (such
as Andean Community members). The Minister also pointed to the
issue of compensation for foreign firms in the event that their as-
sets are destroyed by the Venezuelan armed forces during civil un-
rest, noting that this issue is less difficult to solve. It is in the na-
tional interest to conclude an agreement, and all parties must
search for flexibility, he said. The ‘‘perfect should not be the enemy
of the good,’’ he concluded.

The Minister then turned to the issue of U.S. preference systems,
such as the Generalized System of Preferences (GSP) and the An-
dean Trade Preferences Act (ATPA). The Minister noted that half
of Venezuela’s trade with the United States is through the GSP
program. This is an important program, the Minister said, because
it allows the development of nontraditional exports. GSP renewal
should be ‘‘more stable,’’ he said, because the current system cre-
ates uncertainty for exporters. As to the ATPA, Venezuela is the
only country of the five Andean countries that does not receive
preferences under this program. The other Andean countries, he
said, support Venezuela’s inclusion in the program. The program
would be helpful, he said, because Venezuela, a transit country for
drugs, must spend resources combating drugs. In addition, not re-
ceiving the preference creates disparities in the region as compa-
nies relocate in order to take advantage of the benefits.

The discussion next moved to the issue of fast track and the Free
Trade Area of the Americas Agreement (FTAA). Congressman
Shaw expressed the hope that fast track is concluded quickly, but
he noted that it is controversial. Chairman Archer explained the
constitutional reasons for the fast track process and noted that
there is support in the Ways and Means Committee and in the full
House under the right circumstances, but the President ‘‘put out no
effort’’ last year and the bill failed. The ‘‘overwhelming majority’’ of
Republicans favor free trade, he said, and he promised to ‘‘do ev-
erything possible’’ to get fast track passed, hopefully by March. In
the meantime, he hopes to enter into bilateral agreements.

Chairman Archer then addressed the unresolved BIT negotia-
tions. With respect to the carve-out for the Andean Community, the
Chairman noted that Venezuela would probably object if the
United States sought to carve out its own preferential relation-
ships, thus illustrating that ‘‘preferences are not acceptable.’’ Nev-
ertheless, he said, he hopes to resolve the negotiations soon. With
respect to the GSP program, he said there is strong support in the
United States and that he wished the program could be made per-
manent. U.S. budget rules, however, ‘‘score’’ the bill as spending
money. As a result, GSP extension competes with other groups
seeking a tax reduction, and an extension only for a limited period
of time is all that is possible. As to the ATPA, the Chairman said
that he could not fully address the issue at the meeting. He noted,
however, that the United States does not ‘‘get credit’’ for all that
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it does unilaterally in extending benefits without asking for any-
thing in return. He promised further discussion on the issue.

The meeting turned to the issue of the trademark of Sysco, a
Houston company that had its trademark stolen by a former Ven-
ezuelan distributor, Erasmo Morales de Paz. Sysco’s attempts to re-
cuperate its trademark have resulted in a long-running legal case.
The Chairman thanked the Minister for his efforts concerning
Sysco, noting that although it is only one case, it stands out to the
United States and the world as an example of whether Venezuela
protects intellectual property rights. Dr. Astudillo reviewed the cur-
rent status of the case, explaining that SAPI had nullified the Ven-
ezuelan pirate’s trademark in November, but Morales de Paz ap-
pealed the decision. As a result, SAPI cannot issue Sysco the exclu-
sive use of the trademark. SAPI must now respond to the appeal,
and he anticipates that SAPI will stand by its initial decision. How-
ever, that decision can then be appealed to the Ministry. If that ap-
peal is rejected, then Morales de Paz can appeal directly to the
Venezuelan Supreme Court, which could take 6 to 9 months. Dr.
Astudillo noted that SAPI cannot grant Sysco exclusive use of its
trademark until the entire appeals process is completed. He also
noted that Sysco did not challenge the use of the trademark in the
time required by law. The United States, however, has claimed
that the patent was ‘‘well known.’’

Chairman Archer asked how quickly a decision could be ren-
dered. Dr. Astudillo said that he hoped for a decision during Feb-
ruary. Chairman Archer expressed concern that the current leader-
ship in the Ministry could not commit the new government and
asked for a decision before the new government took office. Dr.
Astudillo responded that the current leadership can make clear
that the Sysco trademark was well known, but a decision was not
possible until the next Gazette is published in mid-February. The
Ambassador expressed frustration with the appeals procedures, ob-
serving that the lengthy process gives the pirate more rights than
the aggrieved party. The Minister and Dr. Astudillo replied that
Supreme Court action would probably be rapid and that the court
historically has respected Andean Decision 344, the statute that
governs this case. They were optimistic that the case would be re-
solved quickly in a manner favorable to Sysco.

Meeting with President Caldera

Caracas, Venezuela; Friday, January 8, 1999
U.S. Ambassador Maisto opened the meeting by thanking Presi-

dent Caldera for taking the time to meet with the Codel. Chairman
Archer then introduced each member of the Codel and explained
that the purpose of the trip was to reaffirm the strong bonds of
friendship between the United States and Venezuela. Chairman
Archer also explained that the Ways and Means Committee was
the oldest committee in the U.S. House of Representatives and that
it was responsible for all tax, trade, social security, medicare, wel-
fare, and customs legislation.

President Caldera welcomed the delegation and stated that he
considered himself to be a longstanding friend and admirer of the
United States. He expressed appreciation for the work of the Codel
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and the U.S. Congress in strengthening the bonds of friendship be-
tween Venezuela and the United States. He said that he under-
stood the congressional perspective since he had been a member of
the lower chamber in Venezuela and then a senator, in addition to
serving twice as President.

President Caldera stated that as President, he has had his own
difficulties persuading his powerful Finance Committee, whose ju-
risdiction was comparable to that of Ways and Means, to support
government proposals. More generally, he stated that he was
pleased to say that his government has been able to govern effec-
tively over the last 5 years while holding only 20 percent of the
parliament. Governing was not always easy, he said. However,
President Caldera stated that the government, by engaging in a di-
alog has been able to make progress in key areas such as keeping
peace with labor unions and advancing more productive labor-man-
agement relations, even modifying the social security law through
a Tripartite Commission of labor, business, and government inter-
ests. One of his key accomplishments was to bring the banking sys-
tem back to stability, where 5 years before more than 50 percent
of the banks were insolvent.

Turning to the just-concluded presidential and congressional
elections, President Caldera stated that his role was to ensure free-
dom and democracy, not to take a role or endorse a particular can-
didate. He stated that conversations to date between President-
elect Chavez and the United States have been very positive and
that U.S. Ambassador Maisto was playing an important and con-
structive role. He stated that he was optimistic for the future of his
country and for continued strong Venezuelan-U.S. relations. In this
context, he said that completion of the Free Trade Area of the
Americas by 2005, as currently planned, would be an important
step.

Dinner Hosted by Minister of Energy and Mines Erwin
Arrieta

Participants: Minister Arrieta, PDVSA President Luis
Giusti, Ambassador and Mrs. Maisto, American Embassy
Officials, and more than 20 top officials of Petroleos de
Venezuela S.A. (PDVSA)

Caracas, Venezuela; Friday, January 8, 1999
The dinner began at 7:30 p.m. at Hacienda La Estancia in Cara-

cas. The Hacienda is a colonial era home in central Caracas owned
by PDVSA. The Hacienda and its grounds are located adjacent to
the former headquarters of the foreign oil companies which devel-
oped Venezuela’s oil industry, prior to its nationalization. In addi-
tion to the Delegation, the guests included Ambassador and Mrs.
Maisto, American Embassy officials, and more than 20 top officials
of PDVSA. The dinner was hosted by Energy and Mines Minister
Erwin Arrieta. The dinner was held outside on the Hacienda’s
patio. In addition to a large head table, the Delegation was divided
among six additional tables, each hosted by a senior PDVSA execu-
tive. Following the dinner, a tour of the Hacienda was conducted
by the Hacienda’s staff.
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The discussions at dinner were numerous and varied, although
primarily concentrated on several points: (1) depressed world en-
ergy prices and its impact on Venezuela; (2) the continued need for
new technologies (primarily U.S.) to enhance production; (3) in-
creased opportunities for U.S. companies to participate in the Ven-
ezuelan oil industry in production, refining and chemicals; (4) the
dependence of Venezuela on oil revenues; and (5) the impact of the
new Chavez administration on oil policy and relations with the
United States and U.S. energy companies.

President Giusti’s time as the head of PDVSA has been high-
lighted by the opening of the Venezuelan oil industry to foreign in-
vestment, which has allowed many U.S. companies to bid on and
receive interests in the development/redevelopment of many oil
fields. The Venezuelan Government has allowed foreign invest-
ments in a number of older fields that need extensive new produc-
tion technology to retain and expand production as well as several
new exploratory areas.

President Giusti was at one time rumored to be considering en-
tering the now completed Presidential race. It was widely assumed
that President-elect Chavez would seek his replacement as
PDVSA’s President. However, before Chavez took any action, Presi-
dent Giusti announced that he would not remain as President of
PDVSA. It was the feeling of most PDVSA officials at the dinner
that, while Mr. Giusti is extremely well-regarded, overall policies
at PDVSA will not change as the result of the executive turnover.
In fact, most expect that his successor would be appointed from the
top executive ranks at PDVSA.

Brief welcoming remarks were delivered by Minister Arrieta fol-
lowing dinner, and Chairman Archer responded on behalf of the
Delegation. In addition to thanking PDVSA for hosting the dinner,
Chairman Archer commented not only on the historic relationship
between Venezuela and the United States in the energy field but
also on the specific long-term relationship between his home city of
Houston, Texas and Venezuela. Most of Venezuela’s oil exports
enter the United States through the Port of Houston, and, since
Venezuela is one of the top suppliers of U.S. imported oil, he ex-
pressed the strong need for a vibrant and expanding U.S.-
Venezuelan economic partnership.

CHILE

Country Team Briefing by Ambassador John O’Leary and
U.S. Embassy Staff

Santiago, Chile; Monday, January 11, 1999
The meeting was opened at 9 a.m. at the U.S. Embassy by Am-

bassador John O’Leary. The Ambassador assumed his post in Chile
in the summer of 1998.

Ambassador O’Leary’s opening remarks for the briefing con-
centrated on three points: (1) the United States-Chile bilateral rela-
tionship; (2) the Pinochet case; and (3) the Crowe Committee Re-
port on Embassy Security.

The Ambassador expressed that at no time have ties between the
United States and Chile been stronger. It is a superb bilateral rela-
tionship that was solidified by President Frei’s visit to the United



18

States in 1997 and President Clinton’s visit to Chile in 1998. He
outlined the highlights of that relationship occurring since he as-
sumed his current post: (1) accompanying the Defense Minister to
Washington, DC in September 1997; (2) the formation of a new
Joint Consultative Commission on Defense issues; (3) formation of
the second Joint Commission on Trade and Investment, which has
the goal of defining where further progress on trade issues can be
made; (4) the Consultative Commission on Agriculture, which has
its second Ministerial meeting in Washington DC in September; (5)
the signing of the bilateral agreement on labor issues; (6) the be-
ginning of formal talks in Baltimore on January 25 on a Social Se-
curity agreement; (7) the inclusion of Santiago in the Department
of Energy’s Clean Cities program (In winter, Santiago is one of the
most polluted cities in the world); and (8) cooperation with the In-
terior Department’s public lands management team (30 percent of
Chile is public lands).

With regard to the Pinochet case, the Ambassador believes that
Chile appreciates the U.S. position. The United States, while tak-
ing no position on the case itself, has stated that it is a matter of
extradition between the United Kingdom and Chile. The Ambas-
sador commented that every democracy must reconcile demands for
justice with the need for reconciliation and the United States is re-
viewing its documents with specific references to human rights
abuses in Chile under Pinochet and will declassify where appro-
priate, although most records from 1963 to 1973 are already pub-
licly available. The Ambassador reported that he has unfettered ac-
cess to Chileans from across the political spectrum, and he believes
that, even among the many individuals in the government now who
were strongly opposed to the Pinochet government, most Chileans
still oppose the proceedings against Pinochet in the United King-
dom by the Spanish Court.

With regard to Embassy security, the Ambassador reflected that
the Embassy attacks in Africa were during his first week in
Santiago. While 88 percent of State Department overseas facilities
do not meet the minimum setback requirements set in 1985, the
new Embassy facility in Chile does.

Congressman Jefferson raised the issue of the Chilean reaction
to the failure to pass fast track legislation in the United States.
The Ambassador stated that the United States has paid an eco-
nomic price in missed opportunities since the Summit of the Ameri-
cas in 1995 and that most Latin American nations will not nego-
tiate seriously with the United States without fast track. The Chil-
eans were disappointed by the House vote last fall but still want
progress on trade liberalization. They are over their initial dis-
appointment and are ready to move ahead. They have decided that
the future of Chile lies in a larger world and would herald the pas-
sage of fast track.

Chairman Archer raised the issue of Mercosur and Chile’s role.
The Ambassador stated the Chile and Bolivia are associate mem-
bers of Mercosur. Chile continues to talk with Mercosur about ex-
panding its involvement and will explore options as they develop,
but Chile is clearly more interested in the long-term with a more
global trade opening.
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Congressman Watkins raised the issue of current trade/WTO
issues with Chile. The Ambassador responded that two issues were
currently pending: (1) distilled spirits related to preferential treat-
ment in Chile for the domestic pisco liquor versus U.S. imports;
and (2) salmon, where there is talk that Chile may seek WTO dis-
pute resolution over antidumping penalties levied by the United
States since there is a feeling among Chileans that the U.S. anti-
dumping regime is protectionist.

Chairman Archer raised the question as to whether Chileans feel
that they are being singled out by the United States in trade dis-
putes. The Ambassador replied that, in the popular press, that atti-
tude is prevalent but not among educated Chileans. He cited exam-
ples and facts related to several trade cases: (1) the mushroom case
is actually against a 100-percent U.S.-owned subsidiary in Chile;
(2) in the tempered wood products case, Chile is only one of many
countries involved; and (3) Chile is defending the U.S. position on
environmental impact statements. The Ambassador added that two
issues of current bilateral interest to the United States in Chile
were intellectual property rights on pharmaceuticals and the need
for lower tariffs on U.S. luxury automobiles.

Congressman Shaw spoke with regard to the dangerous prece-
dents that could grow out of the Pinochet case, and the Ambas-
sador agreed that the unprecedented case could present risk to the
United States in the future.

The briefing was then turned over to the Acting Chief of Mission
(ACM), who briefed the Delegation on the political situation. The
current Government of Chile is a center left coalition, and elections
are scheduled for December 1999. The leader of the Socialists
(Lagos) was considered the frontrunner until the Pinochet case but
the situation has now changed. He believes that there is a lack of
other dynamic candidates within the government coalition. Among
the opposition, the two leading candidates were not ‘‘clicking’’ with
the electorate, and one dropped out on Friday.

In response to a question from Chairman Archer about what
issues divide the major opposing political coalitions, the ACM
pointed to three primary issues: (1) the size and role of govern-
ment; (2) appropriate the tax base; and (3) the role of the private
sector versus maintaining the social safety net. He added that
there were three areas of broad agreement politically: (1) public
safety; (2) public education; and (3) infrastructure. He also added
that drug policy was not a divisive issue. In response to Congress-
man Shaw’s question about controlling the export of precursor
chemicals for drug production, the ACM replied that, while the
Chileans were aware of it, there had not been a lot of progress in
that area. Chairman Combest asked if the Chileans follow up on
intelligence information that is shared with them by the United
States with regard to precursor chemicals. The ACM said that
there was not much intelligence information to follow up on. Some
precursors originate in the United States, and Brazil is a primary
source for Bolivian drug production while Chile is a secondary
source.

Congressman Dickey asked the foreign service careerists on the
Embassy staff to describe their goals. The ACM replied that his
goal was to see Washington decisionmaking become more based on
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the facts they gather and trying to improve receptivity overseas to
U.S. ideas and products. Congressman Watkins commented on the
positive work that the Embassy was playing in improving U.S. ex-
ports to Chile.

The Economic Counselor then made a slide presentation on
Chile, noting Chile had 8-percent annualized growth in this decade
and that while growth was down, it would continue. He cited the
primary reason for Chile’s growth as the focus on exports, which
now constitute 20 percent of GDP, including services. In addition,
50 percent of Chile’s economy is somehow connected to exports.
Chile sees North America and the Europe as providing the greatest
opportunities for growth, and currently the United States has a $2
billion trade surplus with Chile. Chile has free trade agreements
(FTAs) with every country in the hemisphere, except Central Amer-
ica and the United States. While the growth rate in U.S. exports
to Chile has been declining since 1995, Canada’s exports are up 50
percent in the first full year (1997) of its FTA with Chile. According
to the Economic Counselor, U.S. competitors are growing faster
than U.S. companies in Chile, and he cited the recent telephone
contract awarded to a Canadian company over a U.S. company as
a big part of the growth in Canada’s exports to Chile.

Don Carlson asked about specific cases of lost U.S. sales in Chile.
The Economic Counselor said such information was difficult to
quantify and cited cases in which McDonald’s is now sourcing
french fry machines from Mexico and another company is sourcing
Caterpillar equipment from Caterpillar’s Brazilian subsidiary.

The Commercial Attaché explained the role which he and his
staff play in assisting U.S. business in Chile. He cited: (1) the open-
ing in Chile of Home Depot’s first international location, where
company officials saw more traffic in the first 2 weeks that any
other store opening; (2) the $350,000 sale of trout eggs from Wash-
ington State; (3) Motorola’s success in winning a police communica-
tions contract over a French bid; (4) 1,596 counseling sessions last
year for American businesses; (5) helping U.S. businesses collect
bills owed by Chileans; and (6) a commitment to concentrate on
helping small U.S. businesses which have a greater need for Em-
bassy services. He described several characteristics of the Chilean
market that impact on U.S. sales: (1) young but aging population;
(2) generally well-educated consumers; (3) poverty levels that have
decreased from 45 percent in 1987 to 23 percent in 1996; and (4)
a concentration 40 percent of the population in Santiago. He also
cited the fact that there are more ADRs (stocks) from Chile traded
on the New York Stock Exchange (26 issues) than there are Mexi-
can ADRs.

The Agriculture Attaché cited the United States as a growing
market for Chilean products, noting that 1999 will see some sub-
stantial growth in U.S. agricultural exports, particularly feed given
the drought in Chile. Areas of big growth for Chile in the United
States include seafood, seeds, wine, and forest products. He also
cited case studies that point out particular problems for the United
States in the Chilean market: (1) U.S. potato exports, which are
down 27 percent despite 7-percent market growth; (2) pet food,
where the United States is up only 20 percent versus 469 percent
for Argentina and 338 percent for Canada and where Ralston Pu-
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rina is now producing its products in Argentina for Chile; and (3)
beer, where the United States is down 30 percent versus 16-percent
market growth and where Budweiser is now produced in Argentina
for the Chilean market. He further cited the impact of duties and
Mercosur in these and other similar cases.

The Defense Attaché cited recent developments in military sales
to Chile. The Chilean Air Force is now considering the replacement
of 30-year-old A–37 fighters with the choice of: (1) the F16 or F18A
from the United States; (2) the Mirage from France; or (3) the
Grippen from Sweden. The initial sale will be in the range of $600
million for 20 planes, with a potential total of 60 planes.

Congressman English raised the issues of the labor and environ-
mental regimes as they exist today in Chile. The Embassy staff re-
plied that the recent Chile-Canada FTA contained a side letter to
the agreement to maintain the maximum parallel to similar side
provisions in NAFTA. The level of environmental protection in
Chile was cited as similar to that of the United States. It was de-
scribed as ‘‘not bad’’ overall but not at current U.S. levels. With re-
gard to labor, no industrywide unions/negotiations are allowed
under Chilean law. The labor regime was described as fundamen-
tally satisfactory with labor unions not being a significant force.

Meeting with Chile Minister of Agriculture Carlos Mladnic

Santiago, Chile; Monday, January 11, 1999
Chairman Archer expressed thanks for arranging the meeting

and yielded to Chairman Combest for his comments.
Chairman Combest also expressed his gratitude, commented that

he sees Chile as very similar to the United States in terms of its
advanced agricultural industry and focus on free trade, and stated
that the United States regards Chile as a leader among South
American countries. He congratulated the Minister for his agency’s
good and progressive bilateral work with the USDA on agricultural
issues and offered the services of the House Agriculture Committee
to foster these cooperative relationships in the future. Last, he
mentioned that some of the difficult issues involved in the inter-
national trade of agricultural goods should be addressed in such a
cooperative way. Specifically, food safety and phytosanitary prob-
lems should be addressed for the common benefit, with the common
goals of ensuring a safe food supply and a viable domestic agricul-
tural industry.

Minister Mladnic began his remarks by giving a brief summary
of Chilean trade policy. He explained that agriculture is generally
treated the same as other industries, with the exceptions of special
price bands for sugar and wheat, which are in place to protect the
domestic industry from an erratic and ‘‘improperly influenced’’
world market. He was proud of the fact that Chile has negotiated
many regional trade agreements and was considering more, and
that it has achieved an overall average tariff of 7 percent. He ex-
plained that Chile had begun its work to reduce tariffs in the
1970s, when its own tariffs were as much as 100 percent. ‘‘Now,’’
he said, ‘‘everyone in the South American region seems to be ori-
ented toward reducing tariffs.’’ Chile was hurt last year by the
change in export markets (30 percent of Chile’s exports go to Asia),
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but remained true to its free trade beliefs, which he characterized
as seeing, ‘‘tariffs as a tax on exporters rather than importers.’’ He
described Mercosur as a natural and important political and eco-
nomic relationship. For several years in the early 1990s, he ex-
plained, Chile put off other nations while holding out for a free
trade agreement with the United States. However, after 1994, after
seeing no promising signs from the United States about working to-
ward an agreement, Chile ‘‘quit holding out.’’ ‘‘For the last 5 years,’’
Minister Mladnic explained, ‘‘the world has seen the United States
only talking about free trade.’’ As a contrast, during this time, the
Latin American region has been progressing. He stated the signs
from the United States are confusing and asked the delegates to
describe the U.S. position on fast track and the FTAA.

Chairman Combest responded that ‘‘it is confusing for us as well’’
and explained the difficult politics behind the fast track issue par-
ticularly. He stated that the delegation will be working to convince
a majority of their colleagues in the U.S. Congress of the necessity
of fast track and that he trusted a vote would be taken on the issue
within the first 4 months of the 106th Congress. Chairman Com-
best also expressed hope that discussions on striking a free trade
agreement with Chile could take place even in the absence of fast
track.

Minister Mladnic said that he understood the political difficulties
of a free trade philosophy, but he explained that in South American
countries, even the farmers see free trade as an opportunity rather
than a liability. He went on to say that there are those in Chile
who would leave the United Sates behind and concentrate on
Mercosur instead. He said he personally believed that the FTAA
represented the best interests of Chile for the future, but he was
frustrated by the lack of leadership by the United States.

Congressman Watkins asked the Minister if he knew of any par-
ticular losses caused by the lack of an agreement; Minister Mladnic
responded that Chile loses U.S. markets to Canada and Mexico,
while the United States loses Chilean markets to others with
whom Chile has agreements. The people in both countries lose, he
said, because they are not getting the best possible product at the
lowest possible price. The Minister’s aide made a particular point
about the irony that while the United States has talked of ‘‘extend-
ing NAFTA to Chile,’’ Chile has struck trade agreements with Mex-
ico and Canada, thus accomplishing its own NAFTA without the
United States.

The conversation then shifted to environmental and labor policies
as they relate to trade. Minister Mladnic pointed to Chile’s rel-
atively high standards. Even so, he said, these politics should not
burden trade agreements. Chile might be willing to address the
issues in side agreements, as they did with Canada, but the WTO
is the more appropriate place to discuss these issues, he concluded.

Congressman Shaw generally agreed with this assessment and
explained that the fast track legislation which had been agreed
upon by the Clinton administration and considered in the last Con-
gress did not contain such labor and environmental standards.

Chairman Archer affirmed that he would try to pass fast track
early this year. He explained the reasons for its failure last year,
attributing the loss to the powerful lobbying of organized labor and
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President Clinton’s lack of leadership on the issue. With that, he
called upon Congressman Jefferson to give some further insight
from the Democratic perspective.

Congressman Jefferson stated the last vote was ‘‘tainted by the
election,’’ and now that a new Congress has begun, the United
States can pass fast track. He said the President, regardless of his
ongoing personal problems, will continue to go about his business
and will provide necessary leadership on this issue. Regarding
labor and environmental issues, he requested that the Chileans ‘‘be
willing to be flexible’’ and allow these issues to be addressed in the
body of a free trade agreement. He said such willingness would
help many Democrats in Congress as fast track is debated in the
future.

As time was running short, Chairman Archer again thanked the
Minister, who ended the meeting by again making a plea for the
United States to clarify its trade policy and stating his hope that
an agreement could be struck in the near future.

Meeting with Minister of Finance, Eduardo Aninat,
Santiago, Chile

Santiago, Chile; Monday, January 11, 1999
The delegation met with Chile’s Minister of Finance, Eduardo

Aninat. Minister Aninat began the meeting by congratulating the
United States on the surprise turnaround of the fiscal deficit. He
noted that Chile has had 12 years of continuous surplus.

The discussion then turned to trade issues. Chairman Archer
asked about Chile’s plans with respect to Mercosur, the Southern
Common Market. Brazil, Argentina, Paraguay and Uruguay are
members, and Chile and Bolivia are associate members. The Min-
ister replied that Chile follows the core principles of free trade and
openness but without being tied in to any one bloc because all blocs
should eventually converge. Accordingly, Chile is an active partici-
pant in Mercosur, the Asia-Pacific Economic Cooperation Forum
(APEC), 26 bilateral agreements, and a host of bilateral investment
treaties (BITs). In addition, Chile has unilaterally reduced its tariff
by 1 percentage point per year, beginning in 1999, to reach 6 per-
cent in 2005. The United States, he noted, is the only major coun-
try in the western hemisphere that does not have a trade agree-
ment with Chile.

Chairman Archer stated that he intends to move fast track as a
priority item but the votes in the House are uncertain. He noted
his intent to bring the bill to the House floor in March or April,
and he said that he hopes for the help of the administration to get
it passed. Once the administration is committed to ‘‘go all out,’’ he
added, the bill could go through the Committee quickly. There is
only a narrow window of opportunity, he said, because the fall, the
eve of the election, would be a more difficult time. If the bill passes
the House, it would then be much easier to achieve passage in the
Senate. Chairman Combest described the background of the consid-
eration of the fast track bill, mentioning that the bill was ready in
November 1997 but that fast track supporters were short by a
‘‘handful’’ of votes. The business and agriculture communities, he
said, are strongly supportive. Characterizing his outlook as ‘‘opti-
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mistic,’’ he expressed his hope that coordination with the adminis-
tration will be better this year. Congressman Shaw added that the
‘‘unqualified support’’ of the President is necessary to the success
of fast track. Congressman Jefferson also noted that he ‘‘fully sup-
ports’’ fast track.

Congressman Jefferson then asked the Minister whether he
views having fast track as a requirement for concluding a free
trade agreement between the United States and Chile. The Min-
ister replied that the issue is a political one. Having fast track is
one ‘‘key input,’’ he said. Chile ‘‘won’t not consider’’ negotiations
without fast track, he added, but negotiating without fast track
could produce ‘‘lots of side noise’’ in the Chile-United States rela-
tionship. There would be considerable lobbying on a variety of
issues which, at the end, could ‘‘menace the incentive to produce’’
an agreement. The worst scenario, he said, would be a ‘‘stalemate,’’
so proceeding without fast track would be only the third or fourth
best approach. The agenda for the negotiation is ‘‘straightforward’’
and not complex, and Chile has signed side agreements on labor
and environment with Canada which are similar to the NAFTA
side agreements.

Congressman English then followed up on the issue of the side
agreements, saying that he had heard that Chile opposes putting
labor and environmental issues in the agreement itself and prefers
side agreements instead. Minister Aninat said that Chile is more
prepared with its own standards than Mexico was, that Chile has
a higher percentage of collective bargaining agreements than the
United States, and that Chile has a strong environmental law.
Chile does not have ‘‘complexes’’ on these issues, and it does not
matter whether labor and environmental issues are included in the
text of the agreement or in the side agreements as long as Chile
is held only to its existing standards, he said. Chile, the Minister
added, would ‘‘oppose having higher standards placed on us, a
small developing country.’’ Chile is not in a position to push up
wages while opening trade at the same time. The Canadian Par-
liament, he noted, did not object to an agreement in which Chile
does no more than maintain its existing standards. Enforcement,
he stated, is very important, and Chile is among the few countries
that enforces its standards. The United States ‘‘cannot be threat-
ened by Chile’s size,’’ he said, because Chile has high standards
and represents an ‘‘easy case.’’

Chairman Archer stated his agreement with the Minister. It is
not appropriate, he said, to authorize negotiating authority to ‘‘beat
up’’ on small developing countries by forcing them to establish
standards beyond their reach. Rather, higher standards come with
the development that is created by trade. Chile is a ‘‘magnificent
example’’ that every country which opens its borders increases its
standard of living. Yet, protectionism keeps its allure, he noted.
Protectionism, he concluded, ‘‘never dies but only slumbers.’’ Min-
ister Aninat noted his concern that there may be a temptation in
Asia to enact protectionist measures as a response to the financial
crisis. Such actions, he said, would be ‘‘horrible.’’ Because of the
danger of returning to protectionism, U.S. leadership is critical and
urgently needed. He pointed to APEC as such an example, and
there may be fallback in other areas as well.
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Chairman Archer then told the Minister that concluding a tax
treaty between the United States and Chile would be a positive de-
velopment. The Minister replied that there have been preliminary
discussions on this issue. In 1998, Chile passed a framework allow-
ing for the negotiation of tax treaties similar to the model of the
Organization for Economic Cooperation and Development (OECD).
Negotiations have been completed with Canada and Mexico, but
the agreements have not been passed yet by the Chilean Congress.
Chile has a tax treaty with Argentina, but it is not very thorough.
Minister Aninat pointed to the 1999 Chilean elections, stating that
there is only a small window to negotiate such a treaty with the
United States. Furthermore, Chile has been balancing negotiations
between developed and developing partners. Chile will negotiate
two or three tax treaties this year, and the agenda is too full to
add another negotiation, such as one with the United States. There
are not many Chilean multinational corporations in the United
States, while there are many in Latin America, he noted. Negotiat-
ing resources, in addition, are limited. He concluded that a tax
treaty negotiation with the United States would be appropriate in
the longer term, but not this year.

Congressman English then inquired about the Chilean import
ban on used autos. He asked whether Chile would be amenable to
modifying the ban because used autos are such a natural export
from the United States. Minister Aninat promised to study the
issue. He noted that Chile has consistently lowered tariffs on autos,
and Chile imports many U.S. cars and car parts. Hardly any cars
are produced Chile, he noted. Chile, however, has a ‘‘terrible con-
gestion problem,’’ and Chileans perceive that the number of cars
per capita is already high. As a result, removing the ban is prob-
ably not a high priority.

Chairman Archer then asked the Minister whether he would
have the responsibility for negotiating an agreement with the
United States should there be an opportunity. The Minister replied
that before 1995, he would have been the negotiator. However, be-
cause ‘‘nothing happened,’’ he lost credibility. Therefore, Aninat
said, Minister Insulza (the Foreign Minister) would ‘‘set up’’ the ne-
gotiations in the future, but the Finance Ministry would engage in
the practical negotiations. He concluded by saying that if the
United States has fast track, then the negations could begin in late
May and be concluded in approximately 4 months.

Conference on Women’s Political Participation at the End of
the Century

Panel Participants: Senator Cristina Muñoz of Paraguay,
Representative Rosario Machese of Canada, Deputy
Ligia Castro of Costa Rica, Ms. Maria José Lubertino of
Argentina, and Ms. Helena Reutersward of the Swedish
Embassy in Santiago

Valparaiso, Chile; Monday, January 11, 1999
On January 11, Congresswoman Thurman addressed the Con-

ference on Women’s Political Participation at the End of the Cen-
tury in Valparaiso, Chile. The conference was organized by the
Congressional Family Commission and the National Women’s Serv-
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ice. The purpose of the conference was to commemorate 50 years
since Chilean women won the right to vote and to be elected as citi-
zen’s representatives in Chile’s Congress as well as to explore the
experience of women in Chilean politics and compare it to the expe-
rience of women in the political systems of other countries in the
Western Hemisphere and elsewhere.

Congresswoman Thurman participated in a panel of women leg-
islators and political commentators from different countries, pri-
marily in the Western Hemisphere. The other speakers were: Sen-
ator Cristina Muñoz of Paraguay, Representative Rosario Machese
of Canada, Deputy Ligia Castro of Costa Rica, Ms. Maria José
Lubertino of Argentina, and Ms. Helena Reutersward of the Swed-
ish Embassy in Santiago.

Maria José Lubertino of Argentina opened the panel by recalling
that 1987 marked the 50th anniversary of women obtaining the
vote in Argentina. She noted that the decision to grant women the
right to vote in 1937 was supported by a majority of all the major
parties in Argentina at the time.

Ms. Lubertino stated that she would focus her remarks on the
period 1985 to 1999, following the restoration of democracy to Ar-
gentina. She stated that during this time, supporters of women’s
rights were able to develop strategies that crossed party lines and
got more women involved both inside the Parliament and outside
it. As a result of this mobilization, they were able to achieve pas-
sage of an important women’s rights law in 1988, although it took
5 years to develop enforcement.

In 1994, Ms. Lubertino continued, 30 percent of Argentina’s Con-
stituent Assembly were women. Elections in 2001 are likely to pro-
vide additional opportunities for women candidates. Issues that
many women have supported have included cleaning up govern-
ment and providing greater transparency in government. In addi-
tion, women bring a different approach to issues of governance
than men. Without the full participation of women in the voting
and governing process, democracies lose 50 percent of their poten-
tial.

Senator Cristina Muñoz of Paraguay followed next, explaining
that the key challenge for the first election where women could run
for office in Paraguay was to have women run for local offices. In
this regard, Senator Muñoz remarked that decentralization of
power assisted in promoting changes in the power structure.

In the early 1990s, Paraguay established a Commission for
women and passed a landmark law that ensured equal rights, pro-
hibited discrimination against women, guaranteed that protective
measures for women would not be considered inconsistent with the
Constitution and established a 20-percent quota for women to hold
elected office. Senator Muñoz commented that she believed that
these quotas were necessary to ensure that women could get suffi-
cient financing for political campaigns. In addition, in the 1998
Presidential election in Paraguay, four women’s groups organized
and sponsored debates among the candidates.

Finally, Senator Muñoz observed that studies demonstrate a
clear correlation between alleviating discrimination against women
and promoting economic development of societies. She noted, for ex-
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ample, a correlation between domestic violence against women and
lower productivity rates in the workplace.

The third speaker was Deputy Ligia Castro of Costa Rica. Dep-
uty Castro noted that 11 out of 57 Parliamentarians in Costa Rica
are women, that the Vice President of Costa Rica is also a woman,
and that approximately 40 percent of the elected office holders of
her political party, the Christian Democrats, are women. She noted
further that women are required by law to be represented in local
assemblies, but that more women in Costa Rica than Argentina or
Paraguay have been. At the same time, Costa Rica has not yet
passed laws that protected women against discrimination and do-
mestic violence.

Representative Rosario Machese of Canada spoke next, comment-
ing that Canada has removed a number of the barriers that had
kept women from participating fully in the political system, but
that there are still some areas for progress. He noted that women
obtained the right to vote in Canada in the 1920s, and that the
first woman in Canada’s Parliament was elected in 1929. Rep-
resentative Machese expressed the view that international treaties
and conferences have helped to advance the cause of women’s
rights in various countries, noting the importance of all forms of
public education in advancing women’s rights.

Helena Reutersward of the Swedish Embassy in Santiago was
the fifth speaker, noting that women were accorded the right to
vote in Sweden in 1921. She further remarked that the first five
women Parliamentarians were elected the following year, and that
in 1983, women won the right to serve in Sweden’s armed forces.

In 1992 and 1994, Ms. Reutersward noted, Sweden passed equal
rights laws. These laws promoted women’s rights by advancing the
principle of equal rights and responsibilities for women and men,
including opportunities in the workplace, shared responsibilities in
the home, and freedom from domestic violence. She commented
that even these important legal advances have not equalized the
distribution in power in government or families. Nonetheless, legal
targets requiring the equal participation of women in all councils
of government by 1998 have been met. However, women occupied
only 43 percent of the senior positions of authority in government,
and only 20 percent of senior positions in the business sector.

Congresswoman Thurman opened by stating that the victory
being acknowledged at the conference, women’s suffrage in Chile 50
years ago, has had implications for every aspect of life: in the
home, on the job, in communities, and in government. She added
that the women who achieved the right to vote in Chile irrevocably
transformed the country of Chile and the world because the effect
of women’s increased presence in the political process can be seen
on all levels—economic, political, social, and legal.

Congresswoman Thurman commented that Chile could be proud
of the legacy of the women’s rights movement, a legacy that in-
cludes a record number of women in the Chilean Parliament. That
is true in the 106th Congress of the United States as well, where
a record 58 women are serving in the U.S. House of Representa-
tives and there are 9 women senators. Apart from numbers, Chile
and the United States share many other similarities in the fight
of women to win suffrage and other political gains. Women’s move-
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ments, both in Chile and in the United States, emerged at a time
when women were fighting for equality in education, employment,
government, and basic human rights.

Congresswoman Thurman commented that these gains are re-
flected in the campaigns of Chilean women today for peace, defense
of the family, and human rights. For example, creation of the Na-
tional Women’s Service has struck a blow for reducing poverty, par-
ticularly for women, eliminating all forms of violence against
women, and reducing the pay gap between men and women.

On these points and others, Congresswoman Thurman stated
that she honored Chilean women not as members of a women’s
movement, but as ‘‘women in movement.’’ She noted that recently,
the United States celebrated the 75th anniversary of women’s suf-
frage, but that event took place 150 years after the signing of the
U.S. Declaration of Independence. It took years of organized strug-
gle on the part of many courageous women and men, and there was
much work left to be done.

In that regard, Congresswoman Thurman stated that she has
learned from the American suffrage movement and her service in
the U.S. House of Representatives that the best way to get things
done politically on issues of importance to women is by coming to-
gether, regardless of party identity. An example of such an effort
is the Congressional Caucus for Women’s Issues, which recently
celebrated its 20th anniversary. In the Caucus, which is comprised
of women Members of the House of Representatives, legislators put
their partisan differences aside to advance issues of particular im-
portance to American women and families, such as education,
health care, teen pregnancy, domestic violence, retirement security,
and economic equity.

Further, as the number of Congresswomen has grown, so too has
their influence, as they move up the ranks of leadership in both the
Democratic and Republican parties. For example, in 1990, when
the Caucus launched an investigation into the exclusion of women
from clinical trials by the National Institutes of Health, there were
no women Members on the Appropriations Subcommittee that over-
sees NIH’s funding. In the past Congress, there were four women
on that subcommittee. Similarly, there are now three women on
the influential Ways and Means Committee, which is responsible
for nearly two-thirds of the federal budget. In fact, women serve on
every committee in the House, and they are making a difference,
she said.

In addition to championing specific legislative goals, the Caucus
has also served as an inspiration and a model for women parlia-
mentarians the world over. In fact, what many governments are
learning is that if women are full and equal partners in society,
their countries will flourish.

In closing, Congresswoman Thurman borrowed a comment from
U.S. Supreme Court Justice Ruth Bader Ginsburg, who is only the
second female to be appointed to the Supreme Court and known by
many as ‘‘the legal architect of the modern women’s movement.’’
Upon learning the history of women’s rights movements, Justice
Ginsburg stated, ‘‘I think about how much we owe to the women
who went before us—legions of women, some known but many un-
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known. I applaud the bravery and resilience of those who helped
all of us—you and me—to be here today.’’

Following Congresswoman Thurman’s remarks, the panel session
was closed by two Chilean legislators, who offered their observa-
tions on the panel’s comments. The first, Antonella Sciaraffia, a
Member of Chile’s House of Deputies, stated that equality of par-
ticipation was important because it would ensure that women’s
perspective on issues would be reflected in legislative proposals and
debate. In addition, the qualities that women bring to decision-
making would be fully reflected. She stated that, while she under-
stood the desire of some speakers to use quotas to advance the par-
ticipation of women in the political process, she believed participa-
tion by women should continue to grow based on merit.

The second commentator, Adriana Muñoz, observed that there
were only 19 women in Chile’s Parliament and that if the growth
of women’s presence in the Parliament grew apace, it would take
500 years to reach equality with men. Due to cultural resistance
in Chile to fuller participation by women in the electoral process,
quotas are necessary as a tool. Participation by women would tend
to humanize the political agenda, bringing a human element to
issues like the budget, she concluded.

Breakfast Meeting with AMCHAM Representatives

Participants: AMCHAM President Alex Fernandez and ap-
proximately 25 business executives

Santiago, Chile; Tuesday, January 12, 1999
The group of approximately 25 business executives was led by

current AMCHAM President Alex Fernandez. He began the break-
fast by introducing all present AMCHAM members and staff.
AMCHAM represents 525 companies doing business in Chile,
which collectively account for approximately 18 percent of the Chil-
ean GNP. Of the companies represented, 25 percent are U.S. com-
panies, 25 percent are Chilean, and 50 percent are joint ventures
between United States and Chilean businesses.

AMCHAM’s chief mission is to foster trade between the United
States and Chile. Second, it seeks to foster U.S. investment in
Chile (the United States is the top foreign investor in Chile). Third,
it provides consultative help to its members on complicated inter-
national business matters and matters of global political interest
such as labor and the environment. AMCHAM also publishes a
monthly business journal, which is the only Chilean publication in
English.

Mr. Fernandez made the statement that it was 7 years since
then-President George Bush gave Chile what it considered to be a
strong signal that it would be the fourth partner of NAFTA. Now,
U.S. companies are losing business in Chile because the United
States has not followed through. He cited the fact that U.S. compa-
nies such as Burger King no longer buy U.S.-grown and processed
french-fried potatoes, which are assessed Chile’s standard 10
perent duty, but rather purchase Canadian potatoes which have
tariff-free access. He also noted that the United States is not only
losing out on product exports, but service exports as well, citing a
Canadian engineering firm that recently won a large project bid in
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Chile. Mr. Fernandez summed up by saying that ‘‘for U.S. business’
sake, the United States needs fast track and the United States and
Chile need a bilateral trade treaty.’’ One AMCHAM participant re-
iterated this point, saying the current duty on U.S. goods simply
‘‘makes them uncompetitive.’’

Chairman Archer responded by explaining the political outlook
for fast track, promising to do everything possible to pass fast track
early on in the 106th Congress. Chairman Combest added that the
business community must help in the effort to pass fast track by
energizing the grass roots, particularly its own employees, who di-
rectly benefit from free trade. Mr. Fernandez agreed that the busi-
ness community can and should do a better job. As another exam-
ple of how the current situation was hurting U.S. workers, he cited
Caterpillar, a U.S. company based in Peoria, Illinois, which now
has a plant in Brazil. He stated that Chileans would have a natu-
ral preference for Caterpillar’s U.S.-made tractors, but the 10-per-
cent price advantage on the Brazil-made tractor will win out every
time. Congressman Shaw reiterated the point that, because of the
political dynamics of the fast track issue, Members of Congress
must hear from their constituents rather than just the business ex-
ecutives, and noted that Chairman Archer’s commitment to work
toward passage of fast track in the early part of 1999 should ener-
gize the business community to energize its grass roots network
now.

Congressman Dickey asked why Chile would be so concerned
about striking a bilateral free trade agreement with the United
States when it already has access to the U.S. market. In response,
Mr. Fernandez explained that Chile believes in free trade as a wor-
thy global idea. From a domestic view, he noted that competitive
imports make Chilean businesses more competitive and ultimately
benefit the consumer.

A General Electric executive in the group rose to note that GE
depends upon exporting its products from the United States; in
1997, the company exported approximately 11 billion dollars’ worth
of products. Due to the fact that export markets are growing more
than twice as fast as the U.S. market, the importance of free trade
agreements for the United States will only increase. He also noted
that GE had lost about 1 billion dollars’ worth of business in Chile
to Siemens due to the 10-percent tariff advantage. In response,
Congressman Watkins again noted that the United States has
‘‘some serious educating to do’’ on the importance of free trade to
everyday Oklahomans and the like. He noted that ‘‘96 percent of
the world’s markets live outside the United States; do we want to
be a part of the global market or forfeit it?’’

Congresswoman Thurman gave the Democratic perspective on
the fast track and free trade issues, noting that organized labor is
not the only opposition and that environmental issues are very im-
portant as well. She also noted, from a Florida perspective, that
there are significant agricultural interests that must be addressed.
She insisted that labor and environmental issues could not be sepa-
rated from trade and that other problems such as nontariff trade
barriers and the lack of enforcement of trade agreements present
difficult political realities that must be handled.
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At this point, one participant asked about the prospect of passing
a special targeted fast track for Chile. Chairman Archer responded
that he would not want to set such a precedent by which a sepa-
rate fast track would have to be passed for every agreement. He
noted that the United States has a great product to sell in free
trade because it historically benefits all while protectionism ‘‘can-
nibalizes.’’ Free traders must sell this concept by becoming ener-
gized, by being honest in recognizing that with free trade there will
be job displacements and change, and by being prepared to cite ex-
amples and explain specifics. With that, he thanked members of
AMCHAM on behalf of the Codel, and the meeting was concluded.

Attachment E contains ‘‘Missing Business Opportunities,’’ a re-
port prepared by AMCHAM Chile which notes U.S. losses attrib-
utable to the lack of bilateral trade agreement.

Meeting with Dr. José Piñera, Designer of the Chilean Pen-
sion System

Santiago, Chile; Tuesday, January 12, 1999
The delegation met with Dr. Piñera, who is President of the

International Center for Pension Reform and Cochairman of the
CATO Institute’s Project on Social Security Privatization. In addi-
tion, Dr. Piñera served as Minister of Labor and Social Security in
Chile from 1978 to 1980. At the suggestion of Chairman Archer,
Dr. Piñera spoke in detail about the creation of Chile’s private so-
cial security system, of which he was the primary architect during
his tenure as Labor/Social Security Minister. A summary of his re-
marks is as follows:

Chile adopted a Social Security system, similar to that
of the United States, in 1925. It was a pay-as-you-go sys-
tem (PAY–GO), the idea for which had started much ear-
lier in Prussia under Otto van Bismark. It provided for an
age 65 retirement, while live expectancy was only 48. It is
a prime example of the law of unintended consequences
and was imitated all over the statist nations of Europe.

According to Dr. Piñera, a pay-as-you-go system is basi-
cally flawed. In the United States, there were 40 workers
for every single retiree at the beginning, and the system
was in demographic balance. Two factors, however,
changed its future: (1) decline in fertility rates; and (2) ex-
tension of life. A PAY–GO system is structurally flawed
and doomed. You can prolong the agony of the current sys-
tem by raising taxes (which is unfair) or cutting benefits
(because Bismark was wrong) or increasing national debt.

Dr. Piñera became Minister of Labor and Social Security
at age 30, motivated by a concern about the poor and par-
ticularly the poverty of the elderly. He concluded that the
system was wrong and came to the simple idea (but a pow-
erful one) that all workers should invest in an individual
retirement arrangement (IRA) during their working lives.
The key element of an IRA is compounding where the
growth is exponential, not linear. In the United States, 60
percent of the population does not have the access or the
money to save. In Chile, the revolution in retirement plan-
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ning allows people to divert social security payments from
the government to a system of private accounts in a con-
servative and diversified portfolio of bonds and stocks
(with property rights guaranteed by the Chilean Constitu-
tion). Dr. Piñera believes in the market but I am not
naive. I firmly believe that prudent rules are needed.

Giving people the power and control is at the center of
this new system in Chile. Every worker in Chile owns
wealth and is a capitalist. The Communists claim that
‘‘Piñera has destroyed the revolutionary fervor of the work-
ers.’’ The hidden secret of PAY–GO is that it discriminates
against the poor (that is, lower income workers) and mi-
norities, who start work earlier and who die earlier.

The United States should start with at least 5 or 6 per-
cent of FICA taxes diverted to private accounts in conserv-
ative portfolios. The current year is the best test of the
system in Chile. Pension funds are down 1 percent during
the worst year since the system was created due to the
Asian crisis. This, however, compares to a 25-percent de-
cline in the Chilean stock market and proves the point
that diversification is the key. In Chile, the Congress has
determined that no more than 20 to 40 percent of any ac-
count may be in stocks. The Central Bank sets the exact
percentages within these boundaries. The system is man-
aged by the private sector through a board, the Super-
intendents of Pension Funds. The rationale for the new
system, 19 years ago, was based on a 4 percent return.
The real rate of return for 17 years has been 11 percent
per year above inflation, even with the 1 percent decline
in 1998.

Transition is a major issue to be dealt with in the imple-
mentation of any new retirement system. Piñera proposed
are three basic rules:

(1) ‘‘Do not steal your grandmother’s check.’’ You must
guarantee benefits to the elderly and make it clear (with
no ambiguity) that the elderly will not be harmed. In re-
ality, there is no guarantee in the United States today.
The Supreme Court’s decision in 1960 in the case of Flem-
ing v. Nestor held that there are no property rights to So-
cial Security benefits. It further held that Social Security
is not an insurance system and taxes are not premiums
and the government needs to be able to adjust to changing
conditions.

(2) Every worker must have the option to stay in the
current government system or to opt out. In Chile, there
was no age limit on opting out, and 93 percent of Chileans
opted out.

(3) New entrants into the labor system must go into the
new system. This is essential to closing the door to unlim-
ited unfunded liabilities in the future. In Chile, in 10 or
15 years, the last person to opt out of the new system will
reach retirement and, with everyone else under PAY–GO,
then government will see a decline in expenditures.
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In closing, Dr. Piñera proposed eliminating income taxes
in Chile and using a VAT, once the decline in the old re-
tirement system’s expenditures begins. Doing so will in-
crease and create wealth and will restore privacy, the
emerging threat of the 21st century. He believed that in
the United States, new budget surpluses should not be
used to prolong the agony of the current system but to
begin the movement to a new system of private individual
accounts.

Meeting with José Miguel Insulza, Foreign Relations Min-
ister

Santiago, Chile; Tuesday, January 12, 1999
The delegation next met with Foreign Minister Insulza. Chair-

man Archer began the meeting by stating that fast track is a top
priority and that he intends to begin work immediately so that it
can be passed by April at the latest. Minister Insulza mentioned
that he is negotiating a trade pact with Bolivia. In addition, Chile
is working on a trade agreement with Europe, although it was ‘‘not
easy.’’ Chile is also active in APEC and Mercosur, as well as with
the Andean countries. With respect to Mercosur, the Minister said
that Chile is interested in further negotiations with Mercosur for
strategic reasons, and negotiations have sped up after the failure
of fast track. U.S. leadership, he noted, is important, and only the
United States can keep trade negotiations worldwide moving for-
ward. Chile is in an awkward position, he added, because the
United States is its largest trading partner, but Chile has an
agreement with every major economy in the Western Hemisphere
except for the United States. Latin America is a growing market
for the United States. It is becoming as big a market for goods as
Europe, and it is already larger than China and Japan. In fact, he
said, Brazil buys more U.S. products than China.

Chile is ‘‘very flexible,’’ he said, about the form of an agreement
with the United States. There have been discussions in Chile con-
cerning whether an agreement would involve joining NAFTA or ne-
gotiating a bilateral agreement. The agreements that Chile has
with Canada and Mexico are similar to the NAFTA, so the form of
an agreement with the United States is not as important as before.
He would prefer NAFTA accession to a bilateral agreement, but
Chile would not reject a bilateral agreement, he promised. He
added that Chile is also open to hemispheric trade through the
FTAA, but he expressed concern that countries may ‘‘opt out’’ of
such a pact, particularly smaller economies, making such an agree-
ment difficult to accomplish. With respect to labor and environment
issues, he mentioned that Chile has a good environmental agree-
ment with Canada. He again expressed his eagerness to negotiate
with the United States, noting that discussions about an agree-
ment began with President Bush.

Chairman Archer responded by agreeing with the Minister’s sup-
port for a trade agreement between the United States and Chile.
He said that delegation’s visit to is a recognition that South Amer-
ica is a natural market for the United States. He expressed no
preference for a NAFTA accession or a separate bilateral agree-
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ment, saying that what is important is to ‘‘keep the ball moving.’’
He noted that U.S. Ambassador Derham is willing to work with the
White House to get it done.

Congresswoman Thurman noted that there is considerable bipar-
tisan support for trade in the United States. She also discussed
briefly the international conference on women’s issues that she had
attended the day before in Valparaiso.

Minister Insulza noted that Chile is in transition. More devel-
oped than many developing countries, it was invaded by Asian ex-
ports but still lowered its tariffs unilaterally. Its views on labor
issues are moderate, and while Chile has been reluctant to include
certain issues, such as labor, in trade negotiations, Chile did not
rush to support India and Brazil when they opposed raising labor
issues. Chile, in short, believes that there should be some regula-
tion on labor issues at some point.

Congressman Shaw told Minister Insulza that he is gratified by
the Chilean support that he has seen and expressed his support for
fast track. He is happy to see the decrease in skepticism and the
increase in attention in the Chilean press concerning fast track.

Minister Insulza described that 1994 and 1995 were years of
high expectations within Chile for an agreement with the United
States. Chile is still eager, he added, but there will not be much
discussion in Chile until fast track authority is granted to the
President. Chileans are cautious, he noted. However, it is necessary
to move quickly because Chile wants to negotiate with the United
States before increasing its role within Mercosur. The Minister said
that Chile is not in a position to join the Mercosur common market,
and Mercosur, not an integrated process or union, does not cover
issues such as services and investment. Chile is not interested, he
said, in joining a common market for goods only. However, al-
though Mercosur is far from forming a union now, it may be in the
future, and Chile would rather conclude an agreement with the
United States first.

Meeting with President Eduardo Frei

Santiago, Chile; Tuesday, January 12, 1999
Chairman Archer began the meeting with President Frei by com-

mending Chile as a marvelous example to the world in having uni-
laterally decreased its tariffs. ‘‘We are in 100-percent agreement’’
on trade issues, he said.

President Frei responded by saying that despite the Asian crisis,
Chile sought an opportunity to liberalize trade. Congress passed
legislation allowing a 5 point total reduction in tariffs, from 11 per-
cent to 6 percent, he explained. The average tariff rate paid is ap-
proximately 8 percent, and that average will drop to 4 percent by
the end of the tariff reduction period. Free trade within Chile, he
said, has been very positive and has had a good impact on the
economy, particularly in creating more jobs. Although Chile is a
small country, 50 percent of the GDP is related to trade, he noted.
Accordingly, trade is an important pillar of the Chilean economy,
and Chile aggressively is seeking new trade agreements. For the
first time, he noted, Chilean firms are becoming internationalized
and going abroad to invest, having invested $14 billion, although
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mostly in Latin America. Chile has invested $7 billion in Argentina
alone. There is extensive U.S. investment in Chilean services. The
U.S.-Chilean relationship, he stated, is important for the medium
to long term. Accordingly, Chile is very interested in agreements
beyond Mercosur and seeks an agreement with the United States.

Congresswoman Thurman thanked the President for his hospi-
tality and spoke briefly about the international conference on wom-
en’s issues that she had attended the day before.

Chairman Combest then told President Frei that he knows that
the United States has been sending mixed and confusing signals
concerning trade. This message is primarily political, he empha-
sized, and is not an indicator of the true U.S. trade policy. The ag-
riculture community is very supportive of moving forward on trade
agreements with Chile and other Latin American countries. Presi-
dent Frei responded by pointing to U.S.-Chilean working commit-
tees, especially in the area of agriculture, as a positive develop-
ment, creating a close relationship. Chairman Combest agreed and
urged the continuation of these committees.

Congressman Shaw noted to the President that Chile has fixed
social security before the United States, and he is in Chile to learn
from the Chilean example. Such reform, he noted, has contributed
to social growth and the development of a world class capitalist
economy. He asked the President whether the success of trade has
been a political benefit and how trade factors into the 1999 elec-
tions. President Frei responded that Chile made a choice of open-
ness, and, at this point, it is difficult to go back because Chile is
so dependent on trade. Candidates for political office have, in gen-
eral, expressed the desire to expand trade and seek further agree-
ments because they view trade as a pillar leading to economic
progress. Trade, like the privatization of the pension system, has
influenced Chilean development. Before the pension reform, the in-
vestment rate was 14 to 18 percent of GDP, while last year the
rate climbed to 30 percent. Congress is now debating a second pen-
sion fund, he explained. With $3 billion in pension funds, more
funds must be invested abroad—only 5 percent is invested abroad
today. By 2005, the President noted, the pension fund will match
the size of the economy. The pension system changed overnight 17
years ago, and many people could not join the new system if they
had been working too long. The cost to finance the transition
amounted to 14 percent of the Chilean budget, which meant more
taxes, but a positive outcome overall, President Frei stated.

The President then brought up the subject of labor and environ-
mental protection. He had just signed a law making Chile the first
Latin American country to ratify seven agreements of the Inter-
national Labor Organization. Chile, he said, maintains an inter-
national standard. In addition, a number of bills are pending in
Congress to improve labor laws, and he recently sent a bill to Con-
gress concerning unemployment assistance. In addition, the Presi-
dent said that he has signed legislation to create a basic environ-
mental law. That law, he stated, is in full operation and requires
every project to provide an environmental impact assessment. Can-
ada reviewed Chile’s environmental standard, President Frei said,
and agreed that Chile has world class regulations. Small develop-
ing countries must first solve the problem of poverty, he said, but
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Chile has made progress in the labor and environmental areas. Ac-
cordingly, Chile is ready to sign additional agreements as it did
with Canada and Mexico.

Congressman English expressed the strong sense that the United
States and Chile must strengthen their trade relationship and cre-
ate more opportunities. Congressman Watkins stated that he has
a strong, positive impression of President Frei’s leadership. Con-
gressman Dickey cited Chile’s commitment to capitalism and asked
President Frei to be patient with the United States. President Frei
responded by noting that the Chilean economy has been hit by the
Asian financial crisis, reducing income to the state by $2 billion, or
8 to 9 percent of the treasury. Chile, however, has been able to ad-
just, and President Frei noted that there has been no deficit while
he has been President. He pointed to Chile’s lowest level of infla-
tion ever and a high savings rate. Chilean reserves exceed 1 full
year of imports, and practically all foreign debt has been paid, leav-
ing only $4 billion. Chile, he said, has been able to weather the
Asia storm. In fact, the economy grew 4 percent last year. He also
pointed to the decline in the Chilean poverty rate, from 45 percent
to 20 percent in a decade. President Frei stated that he hopes to
end poverty in the beginning of the next century. Chile has only
15 million people, he said, but has expended tremendous efforts to
reach development. Education, stated the President, is the top pri-
ority and is a pillar for development. His government has made
profound reforms in education, doubling investment. He pointed to
the fact that 70 percent of schools will have extensive telecommuni-
cations capability.

He then spoke about the extensive privatization in Chile, noting
that deep-rooted change has occurred in infrastructure and trans-
portation. New social programs in housing, which include the pri-
vate sector, have been implemented. A full 72 percent of the budget
is dedicated to social programs, he said. The President also pointed
to judicial reform, noting that Chile is changing to oral public trials
in criminal cases. ‘‘Internally,’’ he said, ‘‘we are progressing and
surmounting.’’

President Frei concluded by saying that it is important to have
a good relationship with the United States, its neighbor. A trade
agreement between the United States and Chile would be a ‘‘pow-
erful signal’’ to Latin America. Chairman Archer responded enthu-
siastically, committing his efforts to pass fast track so that the
United States and Chile will have an agreement in place before
President Frei leaves office.

Luncheon Meeting with Foreign Minister Insulza

Santiago, Chile; Tuesday, January 12, 1999
Foreign Minister Insulza hosted Chairman Archer and the other

members of the delegation at a lunch at the Foreign Ministry. For-
eign Minister Insulza again welcomed the Archer delegation and
indicated the importance of the delegation’s visit from the point of
view of reinforcing strong and positive ties between the United
States and Chile. Chairman Archer indicated that the meetings
that the delegation’s meetings in Santiago, including the session
with President Frei, had been very positive and that there were
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many areas of common interest and agreement—in fact, far more
areas of agreement, especially with respect to trade, than points of
disagreement.

Chairman Archer asked Minister Insulza what he considered to
be the major problems before Chile at the current time. Foreign
Minister Insulza mentioned that the question of how the matter of
General Pinochet should be handled was the most prominent issue
in Chile currently. He said that more than 70 percent of the Chil-
ean people wanted the matter resolved through a trial, but that the
overwhelming percentage of those wanted that trial to occur within
Chile. There was broad agreement that Chile should handle this
matter itself. Minister Insulza indicated gratitude for the support
that the United States had provided to date in seeking to bring the
matter to a successful and early resolution. He indicated that the
key point for Chile was preserving the sanctity of its sovereignty.
He also stated that the episode had strained relations with Spain,
more so than with the United Kingdom.

Foreign Minister Insulza continued that there were a number of
border matters that Chile was attempting to resolve with its neigh-
bors. These included matters with regard to Argentina, Bolivia,
Peru, and Venezuela. However, for the most part, Minister Insulza
said, President Frei had completed the foreign policy agenda he
had set for himself upon being elected, with only one major excep-
tion—completion of a free trade agreement with the United States.
Chairman Archer responded that he hoped to be able to work in
the United States to promote that objective, which he indicated he
and many others share.

Meeting with German Molina, Labor Minister

Participants: German Molina, Chile Minister of Labor; Vice
Minister Patricio Tombolini

Santiago, Chile; Tuesday, January 12, 1999
Minister Molina commented at the outset that Chile had been

waiting a long time for the U.S. Congress to renew so-called ‘‘fast
track’’ trade negotiating authority so that Chile could negotiate ac-
cession to NAFTA. He welcomed the Codel’s visit as a sign of the
commitment of its members to work on the passage of this impor-
tant legislation, even though he understood that they could not
guarantee swift passage. He commented that in his view, Chile’s
labor standards are already adequate to withstand U.S. scrutiny in
the context of a NAFTA agreement and that the bilateral agree-
ment with Canada, modeled on NAFTA, is working well. On a sep-
arate subject, Minister Molina commented that the Vice Minister
would be visiting the United States in the coming months in order
to explore concluding a bilateral Social Security Treaty. Chairman
Archer expressed support for concluding such an agreement.

Congressman Shaw expressed interest in a dialog over Chile’s
approach to fixing its social security system in light of the steps the
United States will have to take in the coming years to shore up the
U.S. system. Minister Molina indicated that the Vice Minister
could help the Codel understand the strengths of Chile’s system as
well as ways that the government was addressing its weaknesses.
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Vice Minister Tombolini stated that the key transitional issue
was finding an acceptable mechanism during the process of replac-
ing the pay-as-you-go system with the individual capitalization sys-
tem. In Chile, he explained, the government required tight controls
over the investment of funds provided by individual workers. Min-
ister Molina added that currently, the system contains $31 billion,
approximately one-quarter of Chile’s GNP. These dollars are work-
ing for the country and luring additional foreign investment. The
two key problems the system has faced have been: (1) absence of
universal coverage, because some workers are not included in the
system; and (2) situations in which workers’ salaries are too low
and their retirement savings require supplementation by the gov-
ernment. On the whole, however, the system is working well.

Chairman Archer asked what other problems the system has en-
countered—for example, the cost of transition.

Minister Molina replied that the cost of administering the system
is somewhat higher than it should be, namely that the average ad-
ministrative expenses are higher than comparable private funds.
He noted that eight firms compete for the right to manage the
funds of each employee: that is, each employee can choose from
eight different plans. Congressman Shaw asked whether the higher
administrative costs are because the individual accounts, some of
them very small, perhaps only $5,000 or so, are too small to man-
age economically. Minister Molina noted that this is not a particu-
lar problem because the funds are pooled, albeit accounted for indi-
vidually.

Vice Minister Tombolini explained that at retirement, an em-
ployee has three options for how the proceeds of his or her retire-
ment fund would be paid: (1) annuity; (2) ‘‘planned withdrawal’’; or
(3) planned withdrawal with an annuity. He stated that the system
has solved the problem of declining birth rates with rising life ex-
pectancy rates. However, he added that the system lacks adequate
transparency.

Chairman Combest asked whether the employer contributes to
the individual retirement accounts. Vice Minister Tombolini stated
that under the old system, the employer, employee and the govern-
ment each contributed to the system. However, he added, under
the current system, only the employee contributes, with two excep-
tions: (1) where an employee’s contributions fall below a certain
level, the government makes a contribution; and (2) in certain
‘‘very heavy jobs’’ or in the case of jobs with occupational accidents,
employers pay a premium as well to cover accidents and earlier re-
tirement. In this case, the contribution level of the employer de-
pends on the risk of injury of the activity in which the employee
is engaged.

Mr. English inquired whether Chile has a child labor law. Min-
ister Molina responded that Chile does and that it was the first
country in South America to have signed all of the basic seven ILO
covenants. Chile’s child labor provisions provide that: (1) in gen-
eral, children under the age of 18 cannot work; (2) children be-
tween the ages of 15 and 18 may work with the written permission
of their parents; and (3) children between the ages of 14 and 15
may work only in some special activities related to the work of the
family, such as on a family farm.
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Mr. English also inquired whether Chile has a minimum wage
law. Minister Molina responded that it does of approximately
87,000 pesos (approximately $210) per month, with a 48 hour work
week.

Meeting with Juan Gabriel Valdes, Director General of
International Economic Relations

Santiago, Chile; Tuesday, January 12, 1999
Ambassador Valdes began by thanking members of the Archer

Codel. He noted that he had just come from Valparaiso, where he
had been working on a trade pact with Bolivia. His division, which
was organized just a few years ago, is in charge of negotiating, ad-
ministering and enforcing all trade agreements. In addition to con-
tinuing work toward a Free Trade Area of the Americas (FTAA),
he mentioned they are currently working on a bilateral agreement
with the EU, that they would be traveling to South Korea in March
to discuss a potential free trade arrangement, and that they would
be closely following the coming WTO round negotiations on agri-
culture.

Regarding United States and Chilean interests, Ambassador
Valdez noted three points of work that had been established by the
Joint Commission on Trade when it last met in October of 1998.
They are: (1) to work on business facilitation measures; (2) to strike
a mutual recognition agreement on standards and technical norms;
and (3) to exercise transparency on issues related to labor and the
environment, which he termed ‘‘the two most controversial issues
in the Western Hemisphere.’’ With respect to labor and environ-
mental standards, he plainly stated Chile does not support the use
of trade sanctions to enforce international standards but will re-
spect its own laws. He went on to explain that it was in its own
interest to have relatively high standards.

Ambassador Valdes concluded his statement by saying that the
FTAA was not progressing as Chile had wished. He noted his con-
cern over the failure by the United States to pass fast track trade
negotiating authority and stated that Chile, with clear signals from
the United States, was ready to provide needed leadership among
the South American nations.

Chairman Archer thanked Ambassador Valdes for his thoughts
and for agreeing to meet. He expressed understanding of Chilean
frustrations, explained the importance of fast track authority in the
U.S. Government, and expressed his hope that fast track would be
passed and that the United States would have a free trade agree-
ment with Chile by the end of the current administration.

Regarding the WTO, he cited the EU banana and beef hormone
cases and stated that we must ‘‘give it teeth.’’ He explained that
if problems such as the EU’s failure to implement were simply al-
lowed to persist, then support for the WTO in the U.S. Congress
would likely wane. Ambassador Valdes contended that the WTO is
a sound international body and is especially important for smaller
countries like Chile, but agreed that it needed to be strong. He told
Chairman Archer that he can depend on his help.

Ambassador Valdes then sought to clarify his point (3) from
above. The free trade agreement with Canada, he said, makes no
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reference to or establishes any preconditions for so-called inter-
national environmental and labor standards. Chile did not, and in
no case would it want to make legislative changes to its existing
laws and standards in order to ‘‘qualify’’ for a trade agreement. He
noted that they are important issues, but they should not burden
trade negotiations. Also, he mentioned that he does not favor arbi-
trary trade sanctions based on compliance with environmental or
labor standards established in an agreement. He added that the
Latin American countries are fearful and mistrustful of U.S. ‘‘objec-
tives’’ for increasing these standards.

Mr. Shaw asked the Ambassador how long it would take, begin-
ning today, to negotiate a free trade agreement between the United
States and Chile, and if negotiations could begin working to get
some issues out of the way. He also asked if Chile would be willing
to begin negotiating if President Clinton showed a serious interest.

Ambassador Valdes responded saying there are some very dif-
ficult issues that will need to be worked out particularly in the
areas of agriculture, financial services and antidumping. With re-
spect to anti dumping issues, he mentioned the Chilean agreement
with Canada allows no antidumping suits once tariffs go to zero,
a position Chile would presumably seek in any negotiations with
the United States. He mentioned that Chile took 9 months to nego-
tiate with Canada and stated his opinion that 6 months would be
sufficient with the United States. Regarding the possibility of be-
ginning negotiations, he said, ‘‘Chile has been very straightforward
about its desire to craft a free trade agreement and has actually
committed many resources to begin thinking about a proper nego-
tiations framework.’’ He mentioned that Chile has even looked at
the possibility of negotiating with the United States in the absence
of fast track. He asked if and how it would be possible for the
United States to negotiate without fast track. Chairman Archer re-
sponded ‘‘anything is possible,’’ and asked if Chile would truly be
willing. Ambassador Valdes said ‘‘officially no,’’ but if it was a pos-
sibility, Chile might be ‘‘open to the idea.’’

Chairman Archer explained that this scenario would pose many
risks. While he, as Chairman of the House Ways and Means Com-
mittee, which has jurisdiction over such matters, could probably
shepherd a clean agreement through the House, the Senate has dif-
ferent rules, which would allow any of the 100 Senators to seek to
amend the agreement. He mentioned that lobbyists from every dif-
ferent interest group would each have something special needed in
the agreement so that implementation would not be impossible, but
extremely risky.

Regarding fast track, Chairman Archer discussed the political
difficulty of passing the authorizing legislation through Congress.
He explained that the major difficulty centered around the labor
and environmental issues. He then affirmed that he would not pre-
side over a bill which makes labor and environmental standards a
part of the agreement and therefore subject to sanctions. Ambas-
sador Valdes responded, adding that ‘‘Chile would not negotiate
such an agreement.’’

Congresswoman Thurman next brought up the issue of sanitary
and phytosanitary standards, saying that any agreement would
need clear and enforceable standards. Ambassador Valdes agreed
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and mentioned that Chile is working with USTR and USDA/APHIS
on these issues. He also mentioned the work being done by USDA
and the Chilean Ministry of Agriculture through the Consultative
Committee on Agriculture. Congresswoman Thurman then stated
that these agreements need to be established early, to which Am-
bassador Valdes quipped, ‘‘we wouldn’t want to solve all the prob-
lems too early—we would forfeit our ability to bargain.’’ The meet-
ing then came to a close.

BRAZIL

Country Team Briefing James M. Derham, Chargé d’Affairs,
and U.S. Embassy Staff

Brasilia, Brazil; Wednesday, January 13, 1999
The meeting was opened at 4:15 p.m. at the Kubitscheck Plaza

Hotel by James M. Derham, Chargé d’Affaires at the U.S. Embassy
in Brasilia. The Chargé’s opening remarks reflected on the fact
that this would normally be a very quiet time in Brasilia. Follow-
ing a Presidential election like the one that just occurred with the
re-election of President Cardoso to a second term, personnel
changes would be minimal and new legislation would normally
await the installation of both the returning President and a new
Congress. However, the financial crisis with today’s decline in the
value of the Brazilian real, the fact that Brazil is losing its foreign
exchange reserves, and the sharp decline in the stock market bring
an aura of crisis. The big questions, according to the Chargé, are
what will be the new economic plan and what will be the central
government’s role and responsibility. Since the United States took
the lead in putting together the IMF response to earlier economic
problems in Brazil, this new crisis requires the attention of the
U.S. Government. The importance and potential of Brazil are key
factors for the United States to consider as it formulates its re-
sponse.

The Economic Counselor then took over the briefing. In his opin-
ion, Brazil is still recovering from 25 years of protectionism charac-
terized by heavy reliance on state enterprises and state control of
the economy. There was 1,500-percent inflation per year for the 5
years leading up to 1994, when then-Finance Minister and now
President, Enrique Cardoso, implemented the Real plan. Since
then, tariffs are down from 34 percent to 14 percent and there have
been $81 billion in privatizations with $25 to $35 billion in further
privatizations to go. The current economic problems began in late
1997 with the Asian meltdown and the September 1998 Russian
default. Interest rates have doubled to a 42-percent overnight rate,
with the resulting huge increase in the funds needed for debt serv-
ice.

President Cardoso’s Economic Stabilization Plan, under IMF aus-
pices, includes several key features: (1) $9 billion reduction in cen-
tral government spending; (2) increasing taxes by $15 billion; and
(3) the establishment by the IMF of a $41 billion line of credit for
Brazil. To accomplish the domestic Brazilian component of this
plan requires significant action by the lame duck Congress, which
has been called back into session in Brasilia.
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The Economic Counselor reported that Brazil made a significant
change in monetary policy the night before. The new policy pro-
vided for a 9-percent devaluation of the real with up to 121⁄2 per-
cent over the coming year. The actual market experience during
the day amounted to an 8.7 percent 1 day devaluation. The current
crisis was, in part, precipitated by the declaration by the Governor
of Minas Gerais State of a moratorium on the repayment of debts
owed by his State. In order to address the problem of state debts,
the central government has renegotiated the debt of 24 of the 27
Brazilian states.

The Embassy staff then provided a short description of the cur-
rent political situation. As a result of the recent election, the gov-
ernment coalition will have 378 out of 513 seats in the new Cham-
ber of Deputies and 60 out of 81 seats in the new Senate. Similar
numbers exist in the lame duck Congress, which is currently sit-
ting. In addition, 20 out of 27 state governors are at least nomi-
nally associated with the government coalition. The staff character-
ized the political landscape in Brazil as unpredictable.

The meeting was then adjourned in order for the Delegation to
go to the Presidential offices to meet with President Cardoso.

Meeting with President Henrique Cardoso

Brasilia, Brazil; Wednesday, January 13, 1999
The delegation met with Brazil’s President Cardoso. Earlier in

the day, Brazil made the surprise announcement that it would per-
mit the Brazilian currency, the real, to float in a wider band than
had been previously permitted.

Chairman Archer began the meeting by congratulating President
Cardoso on beginning to implement the reforms Brazil had pledged
in its agreement with the International Monetary Fund. ‘‘The world
is watching,’’ Chairman Archer said, because what Brazil does dur-
ing this crisis will have a ‘‘ripple effect all the way to the United
States.’’ He strongly encouraged President Cardoso to continue im-
plementing the reforms.

President Cardoso responded by saying that he intends to con-
tinue with the basic reforms in an effort to reduce monopolies, in-
crease competition, reorganize the government, and open the econ-
omy. He pointed to the $25 billion in foreign capital in Brazil as
a sign of confidence. The next reforms to be implemented, he noted,
are more difficult, and many require amendments to the constitu-
tion. There have only been 14 amendments to the constitution in
the last 4 years, and they are difficult to do, he noted, requiring
a three-fifths majority in each House. However, initial reforms
have been approved, he said, and several important bills will be
considered shortly. Congress has already approved basic social se-
curity reform, giving the executive more freedom to make com-
plementary changes. With respect to fiscal adjustment, the Presi-
dent said that 70 percent of what was required has already been
done.

What is missing, he said, is only one tax (on check transactions),
which is very difficult to do. The Senate has approved this tax by
a 61–12 vote, but the Senate must vote again on this proposal on
January 16, and then the House must act. The President noted
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that he sent additional executive orders to Congress at the end of
December, and he expects that the last ones will be approved by
Congress the day of the delegation meeting, to raise $4 billion,
which makes up for the delay in the implementation of the check
tax. Brazil is making progress, he said, and all that still needs to
be done besides the check tax is legislation Congress will take up
in February concerning taxes on retirees.

The President said that he spoke to the head of the IMF, who
said that Brazil ‘‘must be tougher.’’ This is so difficult, the Presi-
dent said, because Brazil is a democracy and Congress ‘‘likes to be
independent.’’ He has the cooperation of the Congress, the Presi-
dent added, but change takes time. In September, the government
made a decision to achieve a $5 billion surplus, and Brazil has
been able to achieve this goal. Now, the President said, he must
convince the market ‘‘to be informed about social and political reali-
ties.’’

With regard to the change in the band for currency fluctuation,
the President said that the change was ‘‘reasonable’’ and not a sur-
prise, and Brazil has ample foreign reserves. He said that he is op-
timistic because Brazil has the instruments and the determination
to succeed. He added that the United States has been very helpful
throughout the crisis, even when the change in the currency band
was announced.

The discussion then turned to other matters. Congressman Shaw
noted that social security is in a global crisis. The U.S. system is
‘‘solid’’ until 2013, he said, so the United States is in a better posi-
tion than the rest of the world. President Cardoso noted that it is
always difficult to cut privileges.

Congresswoman Thurman then asked how the United States can
be of assistance. The President responded that it is important to
explain that Brazil is acting in good faith. Congressman Watkins
added that he appreciated the President’s positive attitude, but he
also noted that Brazil is key to preventing Latin America from be-
coming another Asia. He said that he hoped that Brazil can suc-
cessfully implement the IMF reforms because it is unclear whether
the world economy can stand another Asia. President Cardoso
noted in response that the reforms are Brazilian, not IMF reforms,
and Brazil itself made the determination to make the necessary
changes.

Congressman Dickey then asked how Brazil has been able to cut
expenses. The President replied that Brazil has expanded its tax
collection from $120 billion to $200 billion, creating a surplus of $5
billion last year. However, he pointed to social security and debt in-
terest as being very real problems. Debt interest alone, he said,
amounts to 7 percent of GNP (with 6 points being interest and only
1 point capital). He said that Brazil pays retirees $20 billion, while
it only collects $2 billion. The bill that he sent to Congress would
make additional cuts of $8.7 billion, and it is impossible, he stated,
to cut any more. He pointed to the flowers in the office, noting that
he pays for them personally. Education, health, roads are all im-
possible to cut. The World Bank, he said, has told him that social
programs must be cut, but he does not know how such cuts can be
achieved.
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Congressman English noted his strong sense that the United
States has a great stake in Brazil’s success. He expressed his hope
that the United States and Brazil can partner together, and he
wished the President luck. The President responded that relations
with the United States have never been better, and he wishes to
continue such an strong and important relationship.

Breakfast Meeting with Ambassador José Botafogo
Goncalves, Executive Secretary of the Brazilian Foreign
Trade Board

Participants: Ambassador Botafogo and five members of his
staff

Brasilia, Brazil; Thursday, January 14, 1999
The breakfast meeting with Ambassador Botafogo and five mem-

bers of his staff began at 8:30 a.m. at the Kubitscheck Plaza Hotel
in Brasilia. The Ambassador is a career diplomat and is the trade
advisor to President Cardoso. The Ambassador began the meeting
by commenting on the fact that the Codel had visited with
President-elect Chavez in Caracas and asking for the Members’ im-
pressions. Chairman Combest responded with a detailed account of
that meeting with particular emphasis on how personable the new
President was and how open-minded he appeared on many of the
issues that he must confront in Venezuela, as compared to how he
has been quoted and described in the U.S. press. Congressman
English commented that many of the problems that President-elect
Chavez faced were structural in nature and would require substan-
tial governmental changes to effect. He speculated that how he
deals with the oil industry and, particularly, how he deals with
succession at PDVSA should indicate how pragmatic he will be.
The Ambassador responded that it is common in Latin America for
the new ‘‘caudillo’’ or leader to have his rhetoric and actions tem-
pered by the business community.

Shifting back to Brazil, the Ambassador commented on the con-
tinued stability of the Constitutional processes. The 1988 Constitu-
tion allowed for 5-year revisions but there have been no major revi-
sions since it was implemented. He commented that time is needed
to consolidate real change.

Chairman Archer extended the thanks of the delegation for the
Ambassador’s willingness to meet and entered into an extended di-
alog with the Ambassador about specific trade concerns between
the United States and Brazil. He first commented, however, that
he was glad to come to a country where the United States had so
few major trade complaints. He noted that enforcement of intellec-
tual property rights (IPR) was a continuing major concern. While
the law is Brazil is good, its enforcement is the issue. The Ambas-
sador replied that it is primarily an issue for Brazilian enforcement
authorities and that failure to enforce IPR also hurts Brazilian
companies. The Chairman stated that it is the U.S. position that
it loses $125 million per year in Brazil due to IPR violations. Both
the Chairman and the Ambassador agreed that it is a serious prob-
lem and also results in a significant loss of tax revenues to Brazil.
The Brazilian IRS has had several operations on the border with
Paraguay to attack counterfeit goods entering from that country,
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and Brazil believes that piracy is taking place both within and out-
side Brazil. The Ambassador cited Asia as the main external source
of pirated goods in Brazil but also noted the need to renegotiate the
pact with Paraguay which gives them inspection-free access of a
Brazilian port (Managua) since Paraguay is a landlocked country.
He agrees that improvements in IPR protection/enforcement are
needed. The Chairman asked if there has been any prosecution of
violators, and the Ambassador responded that there probably have
been but that he was not positive. He did note that seizures at the
borders were on the increase.

Ambassador Botafogo then moved the discussion to other trade
issues, such as steel antidumping. It was his contention that the
way the United States calculates antidumping margins is wrong.
In the case of Brazil, where the government has privatized the
steel industry over the last 10 years, the antidumping regime looks
back farther to calculate margins. Since 1990, he said Brazil has
unilaterally dropped its tariffs and other import controls. He cited
the Brazilian belief that talks with the USTR have been dis-
appointing and that the lack of fast track negotiating authority for
the Clinton administration is hindering Brazil’s interest in nego-
tiating the FTAA with the United States. Furthermore, Brazil still
faces high tariffs on key potential exports to the United States,
such as textiles, orange juice, and sugar.

Congressman English responded with regard to steel, citing that
Brazilian exports of steel to the United States increased 50 percent
in 1 year while Japan’s export increased 100 percent in that same
year. He said he believed that Brazil is less of a focus of U.S. con-
cern than Japan, Russia, and Korea. The U.S. steel industry needs
time to adjust to new world market realities in steel, citing the po-
tential risk of the loss of 100,000 of the 160,000 U.S. steel jobs. The
Ambassador responded that Brazil has only 2 percent of the U.S.
steel market and that industries in both countries should meet to
resolve their mutual problems.

Returning to antidumping issues, Chairman Archer said that the
U.S. Congress sets the standard with respect to antidumping, per-
mitting suits to address whether any product has been sold at a
price less than that in its domestic market. He said it would be dif-
ficult as a practical matter to believe that the United States will
ever rid itself of antidumping laws. The Chairman said that he will
the moratorium on imports sought by U.S. steel producers. He also
stated that he ‘‘hates’’ quotas (for example, sugar or textiles) but
the reality is that WTO rules permit it. Continuing on with regard
to fast track, Chairman Archer said that he would make a very
strong push to secure it. The Ways and Means Committee has ne-
gotiated language with the administration and he pointed out that
Ways and Means Trade Counsel, Angela Ellard, who accompanied
the delegation, was the Committee negotiator with the administra-
tion. An FTA, unfortunately, only remains talk without fast track
negotiating authority, in the Chairman’s opinion.

Ambassador Botafogo declared that there is a strong level of com-
mon interest between the United States and Brazil, and that the
two nations should talk more. He is of the opinion that there is not
enough knowledge in the United States about the progress that is
being made in Brazil on both its economy and trade. He then indi-
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cated that Brazil has problems with the language already nego-
tiated on fast track and would like to see changes before it is en-
acted. At the Chairman’s request, he promised to communicate
those concerns in writing.

Congressman Shaw responded to earlier comments with regard
to orange juice. He said that weather and supply issues are power-
ful political realities, and he acknowledged that flexible tariffs are
indeed protectionism. He indicated his agreement with the Ambas-
sador’s statements on sugar quotas.

In closing, the Ambassador spoke briefly about the lost oppor-
tunity for Brazilian alcohol fuels in Florida and expressed his belief
that there is a possible market for such products in California as
that state seeks to meet its new air pollution rules.

Meeting with Foreign Minister Luiz Felipe Palmeira
Lampreia

Brasilia, Brazil; Thursday, January 14, 1999
The delegation next met with Foreign Minister Lampreia. Chair-

man Archer began the meeting by noting that the relations be-
tween the United States and Brazil are ‘‘incredible’’ and that any
frictions are inevitable. He encouraged the Minister to continue
Brazil’s reforms, stating that what Brazil does has an impact on
the world. Minister Lampreia responded by pointing to the level of
mutual respect and understanding between the United States and
Brazil. The relationship, he added, is full and balanced. During the
financial crisis, he said, Brazil has seen the capacity of the United
States to lead. The ‘‘bitter medicine’’ of the fiscal package has cre-
ated some resistance; it is difficult to make cuts because the needs
are so pressing. Brazil had been postponing fiscal adjustment for
some time, but now the ‘‘hour of truth has arrived.’’ The President,
he said, has been able to pass 14 constitutional measures and other
measures to open the economy, but these reforms take time be-
cause the President has to put together a Congressional majority
for each vote. But there is a sense of urgency now, he said. Con-
gress approved two measures the day before and will approve the
tax increase promised.

Congressman English said that many in Pennsylvania are inter-
ested in the Brazilian market. Steel, he said ‘‘may divide us for a
time,’’ but the United States has a stake in Brazil’s success. Trade,
he added, improves the relationship. In response, the Minister
pointed to the $100 billion in foreign investment in Brazil, with
half of that coming in the last 6 years. Mercosur, he said, has be-
come an important center for trade—for example, FIAT now pro-
duces more cars in Brazil than in Italy. He also noted that he un-
derstands how sensitive the steel issue is in Washington. However,
Brazil believes that it is being ‘‘targeted without justification’’ be-
cause it is ‘‘not in the same league as Russia and Japan,’’ whose
imports have surged while Brazil’s have remained small. The Inter-
national Trade Commission, he added, has found ‘‘no injury.’’ (It is
possible that the Minister meant that the Commerce Department
has not made a ‘‘critical circumstances’’ finding with respect to
Brazil, because the ITC has indeed preliminarily found injury or
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threat of injury by Brazilian imports.) Brazil fears, he said, an in-
crease in protectionist policies in the United States.

Congressman Watkins added that he knows Brazil must make
difficult decisions now, but he said that the United States ‘‘is
counting on you’’ because ‘‘we cannot afford another Asia.’’ The
United States has had to make difficult decisions in the past, he
noted, and he hopes that Brazil can also make the difficult deci-
sions to ‘‘shore up’’ the reforms. The Minister responded that some
states feel that the ‘‘medicine is too bitter’’ and try to challenge the
federal government. However, Brazil does not have much choice,
and the government will impose strict discipline. When one state
did not cooperate, the federal government responded by threaten-
ing to withhold tax benefits to that state.

Congressman Dickey noted that his Appropriations subcommittee
had to make painful cuts in social security programs, but Congress
was somehow able to make the point to Americans that such cuts
were the best for the United States. He hopes that Brazil can bring
the necessary discipline to bear. The Minister agreed. He noted
that inflation has masked Brazil’s debt in the past, but the social
cost of inflation is ‘‘terrible.’’

Chairman Combest then asked the Minister his impression of
Venezuela’s President-elect Chavez. He responded that he is ‘‘well-
meaning’’ and has a ‘‘strong sense of duty.’’ His ideas have been
general, and it is unclear how policy will be affected, the Minister
said. His personal view is that Chavez could easily become either
a very important leader (like Argentine President Menhem) or en-
tirely the opposite. Venezuela, he noted, is plagued by low oil
prices, a weak political system, and economic troubles.

Congresswoman Thurman mentioned that she was encouraged
by the delegation’s meeting with President Cardoso, noting that he
had told the Brazilian people of the reforms he intended to imple-
ment before the election so that it would not come as a surprise.
The Minister agreed, stating that he is among the first politicians
to announce in advance of the election that he intends to increase
taxes but to win nevertheless. Congresswoman Thurman continued
that the United States has increased taxes on the elderly and has
made other difficult reforms, and as a result the United States now
has a surplus. ‘‘Pain,’’ she said, ‘‘gives us gain.’’ She pledged to con-
tinue giving Brazil support.

Congressman Dickey asked whether Brazil would devalue again
if ‘‘the world lets you do this (devaluation) smoothly.’’ The Minister
responded that there is ‘‘no reason’’ to devalue again. The currency,
he said, has been overvalued but should now be adequate.

The delegation and the Minister then began to discuss trade
issues because the Minister has responsibility for running trade ne-
gotiations. Chairman Archer asked the Minister his view on the re-
lationship between labor and environment issues and fast track,
particularly the use of trade sanctions in this context. With respect
to labor issues, the Minister responded that ‘‘we all favor core
standards.’’ However, Brazil ‘‘has problems’’ with the use of trade
sanctions to enforce these standards. It is ‘‘difficult and dangerous,’’
he said, ‘‘to mix trade and these concepts.’’ An ‘‘intrusive policy,’’
he noted ‘‘runs the risk of a resurgence of protectionism in the
guise of protecting such standards.’’ He raised the issue of dif-
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ferences in wages across countries, asking rhetorically whether a
country should be penalized for having lower wages. Linking trade
and labor issues ‘‘introduces confusion’’ and could lead to ‘‘misuse
and distortion.’’ With respect to the environment, the Minister said
that it is ‘‘hard to see’’ how Brazil and other countries can have the
same environmental standards as the United States. Brazil has en-
vironmental concerns, he added, and there are areas in which
countries can make progress on a multilateral basis. Environ-
mental issues, therefore, are different from labor issues, which can
create ‘‘distortions.’’

Chairman Archer noted that he is committed to bringing fast
track out of the Ways and Means Committee as soon as possible,
but there are not now sufficient votes in the full House. He pledged
to work with the administration to pass fast track early this year,
noting that he hopes to have the bill on the floor no later than
April. The Minister mentioned that he is concerned about the
FTAA process. It is ‘‘hard to see how we can liberalize further in
the midst of this storm,’’ he said, but the United States should
have the ability to lead the trade debate, particularly in agri-
culture. Brazil and the United States, he concluded have much in
common with respect to agriculture and must work together in the
face of Europe.

Meeting with the President of the Senate, Senator Antonio
Carlos Magalhaes

Brasilia, Brazil; Thursday, January 14, 1999
The delegation next met with the President of the Senate. Chair-

man Archer began the meeting by saying that the delegation came
to Brazil because of Brazil’s importance to the world. He com-
plimented the Senator on what Brazil has done with respect to
structural reform and fiscal adjustments. He encouraged the Sen-
ator to keep to the package Brazil agreed to with the IMF because
the ‘‘world is watching.’’ The Senator responded that he was grate-
ful for the interest of the delegation, noting that the United States
and Brazil share an interest in ending the crisis. He pointed to the
deep economic and cultural ties between the two countries. He rec-
ognized the support that the United States has given, stating that
he knows that the United States ‘‘sometimes looks with doubt’’ on
Presidential and legislative actions, but there has been an ‘‘unmis-
takable demonstration of Brazil’s commitment to all that it has
promised.’’ Brazil, he said, is on the ‘‘right path.’’ He pointed to the
fact that the day before, two-thirds of the Senate passed an essen-
tial measure and promised to be finished with legislative action on
all reforms by March. No one, he said, likes to help those that do
not do their part, but ‘‘we will do our part.’’ He also mentioned that
the United States and Brazil should increase cooperation between
its Congresses.

Congresswoman Thurman stated that she was very encouraged
by the action that the Brazilian Congress has taken. She noted
that the United States has taken difficult measures to make the
economy sound and to end the deficit. The Senator pledged to con-
tinue his efforts to reach a fiscal balance with social justice.
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Chairman Combest noted that U.S. support for the IMF is easier
when it is obvious that governments are serious in making sure
that promised reforms are imposed. He commended the Senator for
the actions already taken and encouraged expeditious consideration
of actions that are left to be undertaken. The Senator responded by
thanking the delegation for U.S. support, which has been impor-
tant to Brazil. Congressman Shaw mentioned that he was im-
pressed that the President said that he was going to increase taxes.
He asked the Senator whether the President had the necessary
votes in Congress. The Senator responded by ‘‘guarantee(ing) that
the Congress will approve’’ these tax increases. The only defeat, he
noted, has been regarding one social security measure, but this
measure will pass during January or February because the current
social security system is not acceptable. He stated strongly that ‘‘I
guarantee that it will pass.’’ Brazil, he said, is on its way to col-
lapse otherwise, and ‘‘we can’t let this happen.’’ Congressman Shaw
said that the United States is reforming as well, although it is not
in a crisis yet. The Senator said that Brazil has ‘‘eliminated the ex-
cesses of the retirement system for Congressmen,’’ so Congress has
led by example. He concluded by saying that he hopes in April to
say that Brazil has fulfilled its commitments.

Meeting with President of the Chamber of Deputies, Deputy
Michel Turner

Brasilia, Brazil; Thursday, January 14, 1999
Approximately 20 members of the Chamber of Deputies were in

attendance, including the Chairmen of the Foreign Relations, Eco-
nomic, and Agriculture Committees.

Deputy Turner gave a warm welcome to members of the Codel,
stressing the good relations that the two countries have. He boast-
ed that the legislative body of Brazil was modeled, both struc-
turally and idealistically, after the legislative branch of the U.S. re-
public. He said the greatest battles of the Brazilian Republic oc-
curred in the efforts to reproduce the federative system of the
United States. He said the writings of Madison had been very in-
fluential, ‘‘like the Bible,’’ and again expressed his great satisfac-
tion in hosting the delegation.

Chairman Archer responded that the United States is still but a
young democratic experiment, and made the additional key point
that ‘‘the House of Representatives is by far the most important
body in this experiment,’’ to which there was unanimous agreement
in the room. Chairman Archer proceeded to introduce the members
of his delegation, and then began to address the economic situation
in Brazil. He congratulated the group on the courage they had
shown in making some strong reforms and encouraged them to
work to complete the reforms called for under the IMF package. He
expressed hope that they would resist any pressures to slide back
to ‘‘economic protectionism’’ during these times of difficulty and
pledged to continue his fight to reduce barriers to trade from his
position in Washington.

To respond, Mr. Turner yielded to the Chairman of the Foreign
Relations Committee, who noted that there are a number of ‘‘sen-
sitive’’ subjects that needed to be addressed. He explained that he
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had received complaints from many sectors of Brazilian industry
about protectionist measures espoused by the U.S. Government. He
complained that these send a very confusing message. Specifically,
he mentioned that only 48 hours before, President Clinton had ex-
pressed what they considered to be protectionist ideas regarding
steel imports. He compared this to the barriers that are prevalent
in agricultural trade.

Chairman Archer responded that we may never be rid of all the
protectionist measures, but that the United States is the most free
market in the world today. He touched on the political difficulties
of the steel issue and yielded to Congressman English, who rep-
resents an area of heavy steel production.

Congressman English stressed the difficult nature of this issue,
saying the United States stands to lose over 100,000 jobs in its
basic steel industry. He mentioned that the U.S. industry had filed
an antidumping petition, and that while President Clinton has re-
sisted becoming very involved, he had addressed some of the most
pressing issues particularly with respect to Japan. With Brazilian
imports having increased by 50 percent, Brazil should also be
aware of these political sensitivities and respect the U.S. industry,
he said. ‘‘We should all be playing on a level, subsidy-free,
playingfield,’’ he concluded. The Foreign Relations Committee
Chairman responded he does not have an interest in dumping but
does have an interest in establishing new and fair markets.

Congressman Shaw interjected his view that while there are in-
dustries worth protecting (such as steel from a national security in-
terest), others, like sugar, are less defendable. However, he con-
tended, the U.S. tariffs are generally low, about 2.5 percent across
the board, whereas Brazil’s are high, approximately 17 percent. We
must work together to lower these tariffs, he said, but we must
also respect each other’s interests.

Chairman Archer stated that the United States, as the world’s
leading economy, must set an example for other countries. He then
contended that the United States is doing so by adhering to the
rules of the WTO. In sugar, steel, or any other commodity where
one might argue that the United States is being protectionist, the
United States is at least being consistent and abiding by the agree-
ments which have been made. Chairman Archer said he too does
not like quotas or other protectionist measures and he hoped that
one day the world would be rid of them. Until then, he said, the
United States will continue to lead by honoring the agreements it
makes and understanding and respecting the interests of others.
He mentioned that there will be significant political pressures in
the United States to close U.S. borders to steel imports, but he
pledged to fight these pressures.

Congresswoman Thurman specifically addressed agriculture, say-
ing that United States and Brazilian farmers could both agree to
work to expand into areas that neither country currently has ac-
cess to. She mentioned that if farmers from both countries see and
experience progress in this regard, then the whole concept of free
trade is easier to sell. A Member of the Chamber’s Committee on
Agriculture took the opportunity to speak and sharply criticized the
U.S. tariff rate on frozen concentrated orange juice, which he con-
sidered to be far too high.
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Lunch with Members of Senate and Chamber of Deputies

Participants: Deps. Werner Wanderer, Roberto Balestra,
Abelardo Lupiao, Rubens Medina, Lael Varela, and
Paulo Delgado

Brasilia, Brazil; Thursday, January 14, 1999
Deputado Werner Wanderer, who hosted the luncheon, com-

mented that the eyes of the world are on Brazil to see whether
Congress will do its job to address the key problems Brazil faces.
He stated that he was confident that Congress—the Senate and
Chamber of Deputies—would do its job. He stated that Brazil
asked the United States for help in putting together an aid pack-
age because the United States is Brazil’s largest partner. Rep-
resentatives from the Congress were scheduled to travel to the
United States shortly and they want to be able to say that they
have taken the necessary steps. Brazil understands the seriousness
of the commitments it has made and will do its part. In addition,
Brazil is anxious to work out the few areas of trade friction with
the United States.

Chairman Archer responded that the bonds between Brazil and
the United States have never been stronger, but that they could be
made stronger still. He indicated that he believed that the prob-
lems can be solved by people of good faith with an honest dialog.
Chairman Archer complimented Deputado Wanderer on the
progress to date in addressing the important problems. Chairman
Archer quoted Congresswoman Thurman as saying that the Mem-
bers of the U.S. Congress understand the problems that Brazil’s
Congress faces in addressing problems with government spending.
It is not easy to make the tough decisions, he said. However, Chair-
man Archer concluded, it is true that the eyes of the world are on
Brazil, and, he is confident that Brazil would respond appro-
priately.

Meeting with Finance Minister Pedro Malan

Brasilia, Brazil; Thursday, January 14, 1999
Chairman Archer opened the meeting by saying that a key pur-

pose of the Codel’s visit was to emphasize the importance of U.S.
relations with the countries of South America. Chairman Archer
added that he wanted to compliment the tough measures that
Brazil had already taken and those for which it was in the process
of seeking approval from the Congress. He stated that he was en-
couraged to hear that the expanded currency band for the real,
which had resulted in a devaluation of approximately 9 percent
over the previous day and a half, had focused attention on pressing
problems in Brazil and mobilized governors to urge legislators to
support the government’s package of reform measures. He asked
Minister Malan to address the particular concern expressed by
some senior U.S. Government officials that Brazil had taken the
step suddenly and without prior consultation.

Minister Malan opened by stating that this was the sixth year
that some in President Cardoso’s Cabinet had been working with
him. When Malan joined Cardoso in 1993, when Cardoso was Fi-
nance Minister, inflation was running at 30 percent per month. Al-
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ready at that time, they were aware that keeping a lid on inflation
on a sustained basis would require an ongoing program of reforms.
In a democratic society, that means having to work with Congress
to get those reforms enacted into law.

Minister Malan stated that the reform program has made sub-
stantial progress. In 1997, inflation was 2 percent, and the econ-
omy was 25 percent larger than it had been in 1993—the fifth larg-
est economy in the world. Brazil is attracting substantial amounts
of foreign private investment, in part due to Mercosur (the customs
union comprising Argentina, Brazil, Uruguay and Paraguay),
which constitutes a market for goods and services of approximately
$1.3 trillion.

Minister Malan stated that Russia’s crisis in the summer of 1997
has catalyzed the Cardoso government’s reform program. In the
1998 election, Cardoso’s platform included unpopular provisions
such as raising domestic interest rates and announcing 3 more
years of fiscal austerity reforms. Malan stated that the data will
show that the government met its fiscal targets for December 31,
1998, and will do so in 1999 as well. Just today in the Congress,
he stated, agreement had been reached on increasing the contribu-
tions of retired and active government employees to social security
and pension programs, and he promised that the agreement will be
voted on early next week.

In addition, Malan added, there were several reasons why the
press had a more negative perception of the government’s reform
program. For one thing, the press has tended to focus on a vote in
the Chamber of Deputies in December 1998 defeating a govern-
ment proposal on social security. However, this vote was not put
into context of other measures that were passed and the possibility,
now seemingly a likelihood, that this element of the program would
be passed this month, he said.

In addition, the declaration by the Governor of Minas Gerais that
the state would not continue to service its debt to the central gov-
ernment was given greater credibility abroad than in Brazil. In
Brazil, Malan explained, the move was seen as largely political in
nature by a former president who may well be a candidate again
in 2002. By contrast, Malan pointed out, the press has not reported
that the federal government has negotiated binding contracts with
24 of the 27 states in Brazil concerning debt repayment to the cen-
tral government, or that 18 of the 26 states have expressed strong
support for the Cardoso government’s reform program and that the
remaining 6 are not sharply divided on the question.

Turning to the international dimension of Brazil’s approach to
the current crisis, Minister Malan stated that in the fall, he had
met in Washington with the nine largest Central and South Amer-
ican countries together with World Bank, International Monetary
Fund and U.S. Treasury leadership to discuss the response of
Brazil and South America to the Russian crisis and the best ap-
proaches to it. He had suggested that the U.S. Federal Reserve
Bank should lower interest rates and the IMF should develop pre-
ventive measures. For Brazil, the IMF package of preventive meas-
ures amounted to $41 billion from various sources, including key
IMF members such as the United States, the World Bank, and the
Interamerican Development Bank. Brazil has received $9 billion to
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date of that amount, and Malan stated that it was his intention
and hope that Brazil would not actually have to use the capital. At
the same time, Malan stated, new foreign direct investment in
Brazil in 1998 totaled $25 billion—and this is not volatile foreign
capital.

Finally, Minister Malan directly addressed the Cardoso govern-
ment’s decision the previous day to allow the currency to devalue
by 9 percent. Malan stated that the move was prompted by the
view within the government that the real was overvalued and in
need of correction. He rejected some public estimates that the cur-
rency was overvalued by 20 to 25 percent and saw the over-
valuation being in the single digits. For example, in 1998, the real
devalued 8 percent against all other currencies; similarly in the pe-
riod 1997 to 1998, the currency devalued approximately 12 percent
against the U.S. dollar.

Responding to Chairman Archer’s expressed concern that the
Cardoso government’s action was not predictable, Malan asserted
that the shift of the band from a ratio of 1.12 : 1.21 real/dollar to
a ratio of 1.20 : 1.32 real/dollar, was foreseeable. On the question of
specific prior consultation and notice to the U.S. Government,
Malan stated that he had discussed the move conceptually with
various officials, including U.S. Treasury Secretary Rubin, Deputy
Secretary Summers, and Stanley Fisher (Deputy Director of the
IMF) over the previous months. However, more specific consulta-
tion would have been difficult and not necessarily advisable. He ex-
plained that in the day or so prior to the devaluation, rumors
began circulating about the possible move, in turn roiling currency
markets. So, more specific consultations were not possible in the
days leading up to the decision, and delay might have made the sit-
uation worse. However, Malan assured the Codel that there was no
intentional surprise in the move and, in fact, President Cardoso
had spoken the day before with Secretary Rubin and that day with
Deputy Director of the IMF Fisher.

Finance Minister Malan closed with a related point, on which he
asked the Codel for their assistance. The point related to Brazil’s
transparency on the amount of the public debt in the country. Un-
like many other countries, Malan explained, the figure for Brazil’s
public debt includes not just central government debt, but also the
debt of the 27 states and 550,000 local governments. Malan ex-
pressed his view that Brazil is often penalized in comparisons of
the size of public debt in different countries because its debt figure
includes many more items than other countries and, therefore, is
not a fair basis for comparison.

Congressman English asked Malan whether, in view of the finan-
cial crisis that had affected so many countries in Asia, Russia and
other countries, the international financial system needed to re-
store a restructured Bretton Woods system. Malan replied that he
agreed that more structure was needed in light of the Asian and
Russian examples. He noted that a process was underway in the
Bank for International Settlements (BIS) to address problems such
as regulation of leveraged funds. In addition, a proposal for a lend-
er of last resort should also be considered. Such a lender could be
the IMF or BIS or another entity. With respect to exchange rates,
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Malan foresaw the development in the longer term of three essen-
tial currency blocs, one each built around the yen, dollar, and euro.

Congresswoman Thurman asked Malan about the composition of
the new Congress that would be seated in February 1999—whether
it would make the government’s job harder in getting its reform
plan enacted into law. Malan responded that approximately 200 of
the 513 legislators in the new Congress would be new, but that this
would not present ‘‘a major discontinuity.’’ Moreover, the Cardoso
government was seeking institution of a procedure that would
speed up voting in the Chamber of Deputies, thereby facilitating
passage of the program.

Meeting with Minister of Development, Industry and Com-
merce, Ambassador Celso Lafer

Brasilia, Brazil; Thursday, January 14, 1999
Ambassador Lafer welcomed the delegation and thanked them

for positive statements made to the press with regard to Brazil’s
recent currency devaluation. He expressed the Ministry’s interest
in issues of international trade and mentioned his personal involve-
ment in recent WTO meetings in Geneva. He stated that while an
interagency council of the Brazilian Government will ultimately
make the decisions in future WTO rounds, his ministry will be
heavily involved in the negotiations.

Chairman Archer returned the thanks, and stated that while the
United States supports the WTO, there are certain aspects that
must be improved. He added that the current framework needs
more teeth and that it currently allows countries to delay compli-
ance with their agreements by questionable means. As an example,
he cited the European Union’s actions with respect to imports of
beef and bananas. He stated that the U.S. Congress will have to
reaffirm the WTO in Congress next year and that he fears support
is eroding. Last, Chairman Archer mentioned that any help Brazil
could provide to persuade the WTO to take strong stands on such
compliance cases would be good for everyone’s sake.

Ambassador Lafer responded that he had served on a WTO dis-
pute resolution panel in the past. He described these particular
cases as ‘‘sensitive’’ but stated that he too believed it important to
resolve such issues for the credibility of the organization. In es-
sence, he agreed that the WTO needs more teeth but defended the
process and structure, stating ‘‘we are better served with it than
without it.’’

Shifting issues, Chairman Archer congratulated Ambassador
Lafer on Brazil’s passing a stronger intellectual property rights
(IPR) law but stated it needs greater enforcement. He cited an esti-
mated $125 million in U.S. products being pirated each year. To
this, Ambassador Lafer responded that the Brazilian patent office
is within his ministry and that he would investigate the issue of
implementation.

Ambassador Lafer then asked the group what the outlook of the
United States would be for the WTO negotiations on agriculture.
Chairman Combest expressed the priority of trade issues to the ag-
ricultural industry in the United States adding that strengthening
dispute settlement and enforcement authorities would be high on
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the list of topics for negotiating. Congresswoman Thurman asked
Ambassador Lafer what potential problems he saw in the agricul-
tural negotiations. He responded ‘‘many,’’ citing problems with the
EU because it cannot maintain its Common Agricultural Policy
(CAP) at its current rate of subsidization; Japan and Korea have
a similar problem in their rice and sugar programs; India has its
food security issue; and Egypt will hold fast to its export promotion
programs. The Ambassador concluded, however, that ‘‘with coopera-
tion, there is room for much progress.’’ Congresswoman Thurman
pressed him on phytosanitary issues, to which he answered the
science is complicated, but often the complaints are nothing more
than trade issues. He went on to say that the Cairns Group (of
which Brazil is a member) of developed and underdeveloped na-
tions will push for and give much legitimacy to trade liberalization.

Chairman Archer asked Ambassador Lafer if the development of
Mercosur helped or hindered an FTAA. The Minister answered
that ‘‘it helps,’’ explaining they are complementary efforts of a dif-
ferent nature.

Congressman Shaw brought up the issues of drug trafficking and
trade in precursor chemicals. He noted that Brazil has a close prox-
imity to some heavy drug producing regions and asked if there was
anything the U.S. Congress could do to help Brazil in its efforts to
stem these problems. There was too little time left to get into a
complete discussion of these problems, and so Ambassador Lafer
simply noted that it is a difficult and complex problem for Brazil,
that compounded by the length of the inland border. Chairman Ar-
cher commented that ‘‘one area where the United States does not
support free trade is in drugs,’’ and the meeting came to a close.

The delegation then traveled to São Paulo, Brazil.

Consular Briefing by the U.S. Consul General Gwen Clare
and Staff

São Paulo, Brazil; Friday, January 15, 1999
The meeting was opened at 9:30 a.m. at the U.S. Consulate in

São Paulo, Brazil by Consul General Gwen Clare. In her opening
remarks, she stated that it was difficult not to be impressed by the
commitment and talent represented by the Brazilian Government
team in addressing Brazil’s economic problems and the current cri-
sis sparked by the devaluation of the real. In her opinion, the real
question is how the private sector reacts. She further commented
that there was ongoing international criticism of the lack of inter-
national consultation leading up to the most recent devaluation
and that the government’s credibility as well as international con-
fidence were critical (along with the reaction of American bankers)
to a solution. She also noted that the Consulate’s commercial office
is the third largest in the world.

The Security Officer for the Consulate provided a confidential
briefing on terrorism and terrorist threats in the region.

Congressman Watkins stressed his belief that the United States
needs to encourage investment in Brazil, and the Consul General
responded that Brazil was a huge market but not a cheap one in
which to operate. Furthermore, she cited the government’s continu-
ing focus on public works projects.
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The Labor Officer at the Consulate briefly commented on the un-
employment rate, which he believes is understated. The lowest rate
cited by government statistics is 8 percent, and that figure applies
only to urban areas. Labor costs are 100 percent of wages com-
pared to 40 percent in the United States.

Congressman English expressed his concern about the assistance
that is available to small and medium size U.S businesses that are
seeking to break into the Brazilian market. The Commercial Officer
of the Consulate said that the level of services was good and said
that 7,000 U.S. firms do business in Brazil. He has further been
emphasizing distribution of information on the Y2K problem and
has implemented a computer system to track all commercial cases
or inquiries that the Consulate is handling.

The Agricultural Officer cited Brazil as both a supplier and com-
petitor to U.S. companies and as a huge market for U.S. products.
He said that Brazil supplies the United States with large quan-
tities of coffee, citrus, and oilseeds. As an export market, Brazil is
the top U.S. market for soybeans (raw). Many U.S. companies are
now producing in Brazil versus 1990, and those companies, as well
as the Consulate staff, are continually looking at new products and
niche markets that can be opened to U.S. companies.

The U.S. Information Agency officer commented further on the
Y2K issue. He made the observation that business in Brazil is far
more concerned with addressing potential Y2K problems than is
the Brazilian Government.

Congressman Shaw observed that, since arriving in Brazil, the
delegation has heard that everything is being done right but it is
clear that the economic problems and economic hysteria is shaking
current confidence. It was the opinion of the Consular staff that
Brazil is at a crossroads. It is spending too much and the federal
deficit is growing. Thus far, it has been unsuccessful in its efforts
to cut spending. It is concentrating on raising taxes which, in turn,
is anathema to business. The consensus furthermore was that the
next week in the Congress was critical. While the Congress has
suspended a 60-percent increase in their own pay, the staff was
skeptical of success in the effort to pass government pension re-
form.

Meeting with Panel of Bankers

Participants: P.J. Garrido, Senior Vice President, Bank
America of Brazil; Geraldo José Carbone, President for
Brazil and Northern Latin America of Bank Boston; Gus-
tavo Marin, Global Corporate Bank Business Manager
for Brazil of Banco Citibank; Alfredo Gutierrez, Manag-
ing Director for Brazil and Mercosur of J.P. Morgan;
and Bernardo Parnes, Managing Director and President,
Brazil of Banco Merrill Lynch.

São Paulo, Brazil; Friday, January 15, 1999
The Codel’s questions and ensuing discussion focused on: (1) the

impact of the Cardoso government’s decision 2 days earlier
(Wednesday, January 13) to replace the existing exchange rate
band for Brazil’s currency (the real) with a broader band that effec-
tively allowed the real to devalue by approximately 9 percent in 1
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day; (2) prospects for addressing the consequences of the devalu-
ation, including a 23-percent decline in the stock market on Thurs-
day, January 14; (3) possible next steps by the government and pri-
vate sector in reaction to the unfolding situation; and (4) overall
views by the banks represented of Brazil’s economy and the likely
effectiveness of the Cardoso government’s efforts to reform and cur-
tail government’s involvement in the economy. Shortly after the
meeting adjourned, the bankers and Codel learned of the Cardoso
government’s decision announced just that morning that the Cen-
tral Bank would not intervene to purchase reais at the 1.32 real/
dollar rate, thereby effectively allowing the real to float freely
against other currencies, including the dollar. Following that deci-
sion, the stock market increased more than 30 percent that day. In
the days and weeks that have followed, Brazil’s stock market, ex-
change rate markets and other aspects of its economy have contin-
ued to experience sharp fluctuations in reaction to the developing
economic situation and political efforts by the Cardoso government
and the Congress to address Brazil’s problems.

Chairman Archer opened the meeting by asking the panel what
it anticipated for Brazil’s stock market that day and beyond.
Garrido responded that the market had fallen to an index level of
4600 earlier in the year in reaction to the Russian crisis and
reached 5000 the day before (January 14), so it remained above its
low for the year. Parnes said that he thought it could go as low as
3600.

Chairman Archer explained that the Codel had strongly empha-
sized in meetings with Brazilian Government officials the previous
day the urgent need to continue implementing the Cardoso govern-
ment’s Real Plan. Now, it seems that more is needed. Gutierrez re-
sponded that the issue now is how quickly measures can be taken
in a credible way to convince the markets that the government
measures will be effective. Basically, he continued, the government
has run out of time. The government’s efforts over the last several
months have disappointed the market, and the Cardoso govern-
ment’s decision this week to allow the currency to devalue has only
played into the market’s reaction. Garrido added that even if the
Congress passes additional Real Plan measures this month, the
new laws will have to be approved by the new Congress, which
would mean waiting until June or July. Congressman Shaw inter-
jected that the President of the Senate had told the Codel that all
the measures would be in place by April. Garrido conceded that
could happen. But, Marin commented that April could be too late.
There was a $1.8 billion capital outflow yesterday, and a further
outflow of $2.0 to $2.2 billion is expected today. That is not sustain-
able.

Chairman Archer asked the panel’s view of the degree to which
the real is overvalued. Parnes responded that valuation is not the
key. The key is Brazil’s ability to be front line to prevent spread
of Asian financial/economic crisis. Carbone commented that one of
two things will have to happen: controls imposed by the govern-
ment on outflow of capital or a free float of the currency. Marin
agreed that those were the only alternatives and added that the de-
gree of devaluation is irrelevant. Gutierrez warned that neither
step would be a panacea and each would bring its own set of prob-
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lems. Carbone said that rumors were circulating that morning that
the government was not intervening to sustain the new currency
band, suggesting that it might allow a broader band or a float. The
estimated value of the currency as of that morning was approxi-
mately 1.45 real/dollar (exceeding the 1.32 real/dollar upper limit
of the band established 2 days earlier).

Chairman Archer commented that the political reality is that
Brazil is a democracy not a dictatorship and that all the changes
were not going to happen in the next 10 to 60 days. He asked,
given that reality, how the private sector sees the situation unfold-
ing and options for the government to manage the economic situa-
tion effectively. Marin said that the government had to take some
steps immediately to begin to restore confidence.

Chairman Archer followed up to ask what would happen to inter-
est rates if the currency were allowed to float freely. Gutierrez re-
sponded that interest rates would rise sharply, serving both as a
tourniquet on the outflow of capital and a tourniquet on the life-
blood of the economy. Gutierrez added that, in his estimation, the
government had committed a major, major mistake with its Janu-
ary 13 devaluation. Parnes responded that in Mexico’s case, capital
flowed back within 9 to 18 months. Chairman Archer commented
that Mexico had NAFTA, whereas Brazil does not. Carbone inter-
jected that Brazil, like Mexico, has a solid and major industrial
base. The two challenges for Brazil will be to avoid returning to the
indexed inflation of the early 1990s, which led to soaring rates of
inflation, and to continue reforms. He said there was a very high
probability in his view that the government would allow the real
to float freely.

Garrido said that her principal concern was indexation. Under
that system, everything in the economy—prices, salaries, interest
rates—all were indexed to inflation. This system hurt Brazil’s poor
the most, since others could put their money in bank accounts,
which would earn interest also indexed to the rate of inflation. This
system created a vicious inflationary cycle. But, while the country
suffered as a whole and the poor in particular, rich and middle-in-
come individuals were effectively protected, so there was little pres-
sure to reform. Gutierrez agreed and added that the government
now has to do more than it announced in November in order to re-
store confidence because expectations have grown.

Chairman Archer said that some U.S. policymakers have raised
the possibility that if the devaluation had been greater, then inter-
est rates could have actually gone lower. He asked for the panel’s
reactions. Gutierrez agreed. The broader currency band is the
worst of both worlds since it creates uncertainty over the ultimate
value of the currency. Once the real finds a new level in the mar-
ket, then interest rates can begin to adjust and fall. Until then,
rates will need to remain high in order to continue to attract cap-
ital. Marin added that, with respect to inflation, there are two
ways the situation could evolve: (1) indexation; or (2) the Argentine
model—essentially, allowing a recession to occur.

Congressman English asked whether the new President of the
Central Bank was a good appointment—whether he enjoyed the re-
spect of the business community and others. Gutierrez responded
that he was a solid man but added that in the current crisis, that
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would not be a major factor in helping to calm and resolve the situ-
ation.

Congressman Shaw asked the participants what they thought
the impact of the Brazil situation would be on the rest of South
America. Garrido said that the key players are Argentina, which
holds a presidential election in 2000, and Mexico. Marin com-
mented that Argentina is doing well—with good liquidity, little
movement in the Argentine peso against the U.S. dollar, and stable
interest rates. He said that overall Argentina is in good shape to
weather the current situation, much better shape certainly than in
1995, because it had sustained a recession and economic trans-
formation. He expected a market contraction over the next year of
approximately 1 to 2 percent, but that the government’s mind set
is to retrench and defend the currency, not inflate the economy.

Carbone interjected that some assume the devaluation of the real
would be the end of the world, but he disagreed. He sees Brazil as
undergoing a 10-year process of transforming its economy. If the
current situation is handled well (that is, not return to the infla-
tionary indexation system), Brazil will be in much better shape a
year from now. The problem, he said, is that the week’s devalu-
ation occurred in the middle of a difficult situation—the govern-
ment’s ongoing attempt to make painful adjustment. Gutierrez
commented that the problem in his view is that the government
put the cart before the horse. The government helped to create a
panic because it attempted to lower interest rates at a time when
rates should remain high, since the government has not taken the
steps necessary to put its fiscal house in order.

Chairman Archer asked if there is anything he, the Codel, or the
U.S. Congress back home could do to help bring the current situa-
tion to a sound and positive conclusion. Marin stated that the situ-
ation has to be resolved by Brazil. Garrido said that the world, in-
cluding Brazil, believes that the only country that can really affect
change is the United States and that the U.S. Congress and Presi-
dent are distracted with the impeachment debate. Chairman Ar-
cher commented that on the trip the only issues that the Codel dis-
cussed were issues of trade and economic relations and that the
Ways and Means Committee will continue to focus on those issues
and other issues within its jurisdiction.

Congresswoman Thurman asked whether there are particular
messages the members of the Codel and Members of Congress
should send to businesses and foreign government officials in meet-
ings in the United States and elsewhere, in addition to the points
the Codel has already been raising. Gutierrez commented that he
and his clients are focused on Brazil’s strong potential over 10
years, not focused as much on the current situation. Garrido com-
mented that, although she often sounds a cautious note, she would
point out that she came to Brazil as a skeptic but believes that
Brazil has privatized to the extent no other country has done so.

Chairman Archer asked what, if anything, is different in Brazil’s
market fundamentals today as compared with a year ago that
would precipitate the current economic problems. Garrido re-
sponded that there is nothing in Brazil’s fundamentals; rather, it
was the international situation that had changed and helped to
precipitate the current situation. Carbone added that Brazil is ex-
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posed to the global financial/economic problems because it is a net
borrower. Marin added that international investors’ appetite for
risk has changed dramatically because of the Asian crisis.

Luncheon Hosted by the American Chamber of Commerce

São Paulo, Brazil; Friday, January 15, 1999
The luncheon began at 12:30 p.m. at the new headquarters build-

ing of the São Paolo-American Chamber of Commerce. The
Amcham have recently relocated to its own building in which it of-
fers space for American businesses to operate, in addition to Cham-
ber activities.

Chairman Archer was introduced by the President of the
Amcham. In his remarks, the Chairman stressed that impeach-
ment is not going to dominate the agenda of the new Congress. He
stressed his belief that the Amcham and its member companies
should always remember that their success in operating overseas
was America’s success. Export jobs in the United States are far bet-
ter jobs and pay more than jobs for the U.S. domestic market. Un-
fortunately, in his opinion, there is a disconnect between Ameri-
cans and international business. He stressed his commitment to re-
placing the U.S. income tax system with a consumption tax in
order to give America a fair advantage in international markets,
rather than the disadvantage U.S. tax laws currently place on all
American business activity overseas. He detailed the interrelation-
ship between tax policy and success in international business.

Congressman Dickey raised the issue as to whether Brazil will
face up to the need to cut its spending. The Amcham President re-
sponded that, for the first time, the government is debating new
issues of critical economic importance. It is a democracy, but a
young democracy. There is no voting by individual voting districts
but rather through slates of candidates by city or state. He ex-
plained that the country is being run by professors who are not re-
sponsive to the Congress but that the Congress is learning and
Brazil is more democratic than the world gives it credit for being.
At this time, the populace is more concerned about fiscal stability,
which is what it voted for in the recent election. Tax revenues are
now going to support a bloated bureaucracy. Further, there is no
institutionalized system for business to influence government or
seek redress of its grievances. The Brazilian business community
is very concerned as to what will be the reaction of the United
States to the latest devaluation of the real. Chairman Archer re-
layed that the U.S. State Department was shocked at not receiving
advance notice of the devaluation given the IMF package. Con-
gressman Watkins added in response to earlier comments that
companies need to get involved at the grassroots to have an impact
on Brazilian Government policies.

Roger Blacker, an economist, commented that Brazil did not
know that it was going to have to devalue and the situation had
gotten out of hand. A protest by Ford Motor workers and the Minas
Gerais debt suspension added to the uncertainty, along with a sub-
stantial capital outflow. The real fear, he believes, is hyperinflation
if the new exchange rate fails. He noted that Brazil is the only na-
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tion that declares all debt (federal, state, and municipal) as part of
the national debt.

Mr. Marcello commented that the profitability of U.S. companies
in Brazil has been outstanding. At this moment, Brazil’s national
position is vulnerable and it needs U.S. support politically. In addi-
tion, Brazil’s private sector needs U.S. support.

P.J. Garrido, Managing Director and Country Manager for Bank
of America, commented that the IMF is crucial because there is no
substitute for its role. She declared that the United States must
stand by democracies and that Brazil’s democracy works best when
it is under pressure. She believed that Brazil will pass the nec-
essary reforms and that pain is being felt here. Observers should
look for layoffs in state jobs and whether the Congress makes the
government workers pay into the social security system as indica-
tors of the commitment to reform.

John McCarter of GE Latin America insisted that, in his opinion,
Brazil is indeed making the changes it needs but the Constitutional
process is difficult. He made the point that the Congress is feeling
the pressure to act for the first time in a long time. He reflected
that the government that privatized has been re-elected, is an im-
portant sign of change. In addition, he pointed out that a large part
of the public debt is attributable to the former public sector that
has now been privatized.

Congresswoman Thurman added that Americans are supportive
and that the delegation’s meetings in Brasilia and São Paolo have
been positive. Furthermore, she cited Chairman Archer’s press re-
lease on the delegation’s positive impressions.

Chris Lund, an American who has been in Brazil since 1962, re-
lated his own history and how he had seriously considered giving
up his U.S. citizenship over tax issues but decided, in the end, that
no price could be placed on American citizenship. He felt that in
looking at Brazil, the delegation’s personal observations will be
critical. The dimensions and problems of Brazil’s democracy are
tremendous but he will always be biased for democracy and for
Brazil. He believes that there is a danger in grouping Brazil with
every other country. He declared that Brazil is not Russia or Indo-
nesia; No longer do private interests control Brasilia. There has
been a profound cultural change in Brazil. Ten years ago, the reac-
tion would have been ‘‘IMF go home.’’ Now the reaction is ‘‘IMF
Welcome.’’ Furthermore, Brazil’s banking system is not like Thai-
land and is now sound without a property or asset bubble.

Congressman English asked if the IMF prescriptions or solutions
are right for Brazil. A clear majority of the Amcham members
present said yes, noting that the reality is that Brazil wrote its
own plan after learning the lessons of earlier IMF bailouts.
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Meeting with the Industrial Association of the State of São
Paulo (FIESP)

Participants: Carlos Roberto Libone, First Vice President;
Roberto Faldini; Luiz Fernando Furlan, Second Vice
President and Director of International Relations

São Paulo, Brazil; Friday, January 15, 1999
The delegation then met with FIESP, an organization of Brazil-

ian businessmen. Mr. Liboni began the meeting by pointing to the
‘‘wrong actions’’ that the Brazilian Government has taken in the
past, recognizing that the Brazilian currency has been overvalued.
The recent exchange rate devaluation, he said, allows the market
to determine the true value of the currency. Brazil, having de-
valued, is now in a better position. He stated that he looks to the
future with optimism. Mr. Furlan pointed to some common mis-
conceptions about the Brazilian economy. The first is that some-
thing must be wrong because prices are so high. Mr. Furlan stated
that the problem has been the overvalued currency, which caused
Brazil to lose market share. He said that the Brazilian stock mar-
ket has responded favorably to the devaluation and that exporting
companies will benefit from the change. Industries that depend on
credit have suffered because of high interest rates, amounting to 9
percent per month. He pointed to a segmentation phenomenon
within Brazil in which several industries are doing well despite the
crisis but on average Brazil is not growing. However, he concluded
that Brazil will be able to implement its fiscal adjustment.

Mr. Faldini stated that he believes the press coverage of the cri-
sis has been unbalanced. Brazil has actually opened its economy
considerably to world markets and has abolished uncompetitive
policies. Tariffs have been reduced from 32 percent to 17 percent,
and industrial production has grown 7.5 percent per year for the
last 8 years. Privatization has raised $16 billion and has been suc-
cessful in the areas of steel, petrochemicals, telecommunications,
rail, and electricity. Subsidies are disappearing. The banking sys-
tem has been ‘‘cleaned up’’ so that weaker banks have been bought
and state banks are no longer used for ‘‘pet projects.’’ Inflation has
decreased from 50 percent per month in mid-1994 to below 2 per-
cent in 1998. Brazil, he said, is in a period of stability. President
Cardoso will be in office for 8 years, and his economic team has an
international reputation of competence, quality, integrity, and ex-
perience. There are still problems, he said, but the trend is upward.
Brazil has been in transition to democracy, and democracy ‘‘makes
it harder to get things done.’’ It is important to have U.S. support,
he concluded.

Chairman Archer responded that the delegation came to South
America because of its importance and not because of the crisis.
Too long, he said, the United States has been complacent about
South America. He promised to report back that he is confident
that Brazil will keep its commitment to the IMF package and that
all structural reforms will be put in place as rapidly as possible
given that Brazil is a democracy. He stated that he realizes the
process will be slow. He also said that often change is not made
until real pressure is brought to bear. Perhaps the recent devalu-
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ation, he stated, might help to spur Congressional action. He asked
the participants whether they believed that the IMF reforms would
be enough, saying that they may need to be increased, but he felt
confident that Brazil would do its part. He also emphasized that
Brazil must resist the temptation to slide into protectionism. He
then spoke about fast track, promising to put fast track before the
U.S. Congress shortly. He noted that he could not guarantee the
outcome of the House consideration, but he noted that fast track
is important to U.S. negotiators in eliminating foreign barriers,
particularly in agriculture. The United States, he said, is afraid to
‘‘unilaterally disarm’’ in the area of agriculture and needs trade ne-
gotiations to bring about such reform. He concluded by pointing to
the opportunity that trade negotiations present, adding that when
one ‘‘starts with South America,’’ one must ‘‘start with Brazil.’’
Chairman Archer noted that agriculture is always the most sen-
sitive issue. The key to reducing barriers, he said, is Europe. If the
United States obtains fast track and begins negotiations to reduce
agriculture barriers, particularly with Europe, then the United
States will systematically reduce its barriers, benefiting Brazil.

Congresswoman Thurman agreed, noting that Europe is not the
only country with barriers. She pointed to the need to remove non-
tariff barriers to trade all over the world, particularly in the area
of sanitary and phytosanitary barriers. She pointed to citrus trade
as an example where the United States thought that it could open
markets in Mexico but has sold no oranges and where Japan re-
fuses U.S. grapefruit. The United States, she added, opened its
market to foreign tomatoes and lost $850 million.

Chairman Archer noted that he does not like quotas, but the
United States does resort to them, such as in sugar and textiles.
As a result, U.S. consumers suffer. Although such quotas are WTO-
legal, the United States must lead in changing the rules of the
WTO and implementing the new rules, leading to a much more
open market.

A FIESP member asked whether fast track would be broad or
limited to specific negotiations. Chairman Archer responded that
fast track could take any form. He then explained the constitu-
tional reasons for fast track, noting that the President cannot nego-
tiate trade agreements without authority from Congress. As a re-
sult, he said, only trade issues should circumvent the normal legis-
lative process, and in his fast track bill he has limited fast track
to those issues directly related to trade. He expressed his fear that
the administration will disregard to economic costs of linking
nontrade issues to trade agreements. The Democrats, he said, are
insisting on broadening fast track to include such issues, but to do
so would lose Republican votes. Congressman Dickey added that
Congress is not giving up its legislative responsibility because it
must still vote on the agreement after it is negotiated. Organized
labor, he added, does not support fast track because it does not
want to open the U.S. market. More support from business, he
said, is necessary for fast track to be successful. When asked about
timing on fast track, Chairman Archer said that he hoped to report
fast track out of the Ways and Means Committee within 2 to 3
weeks, but that full House consideration was less certain.
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